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PREFACE 


The primary object of this book is to assist students who are 
preparing for professional examinations in book-keeping and 
accountancy. 

An attempt has, nevertheless, been made to treat the subject 
from a purely practical point of view, and it is hoped that the 
general utility of the volume will be increased by the many 
worked examples included, and by the information upon im¬ 
portant points of commercial law and procedure which have been 
incorporated in the text. 

« 

Recognising that one of the chief factors of success at examina¬ 
tions in book-keeping and accountancy is the ability to work 
examples quickly, the -^uthor has included at the end of each 
chapter a number of carefully graded exercises, in the hope that 
** these will enable examination candidates to obtain that constant 
practice which is so necessary for speed and accuracy. Skeleton 
answers to the arithmetical questions will be found at the end 
of the book. 

Most of these exercises have been selected from examination 
papers set by the Institute of Chartered Accountants, the Society 
of Incorporated Accountants and Auditors, the Association of 
Certified and Corporate Accountants, the Chartered Institute of 
Secretaries, the London Chamber of Commerce, the Royal Society 
of Arts, and other examining bodies, to whom acknowledgment is 
due and is here accorded. 

The author’s thanks are due to Mr. R. Glynne Williams, 
A.C.A., for valuable suggestions in connection with this work. 

B. G. V. 


April 1941 
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CHAPTER 1 


THEORETICAL BOOK-KEEPING 


The Importance of Book-keeping. 

The need for a system by which man might keep a record of 
his business transactions with his fellow-men was felt early in 
the history of civilisation, and many and varied have been the 
methods used for this purpose. What we now know as “ Book¬ 
keeping,"' however, had its beginnings at a comparatively recent 
darte, and the system of recording business transactions in books 
of account has passed through many phases since its institution. 
With the development of commerce it has attained a position 
of great importance ; i ndeed it can truly be said that bopk- 
keeping has become the foundation on wmch the whole fabric 
ormMeTTrTJOwm^^ 

d OTld b e cai^iied ouC'^i!!!^^ "their most elementary form, and 
the'HeTelopm^ of the modem credit system, with its advantages 
orjeoi^ economy and ^neral utility, would have been 

Book-keeping is essentially a practical subject, the pm pose of 
^jtijigh..is to aid the conduct of business transactions, i.e., book- 
feeeping wa§ n; iade for business and not bu for book-keeping. 

This is an extrmnely important fact, and the reader must realise 
from the very commencement that although the fundamental 
principles of book-keeping remain the same, the methods of 
applying these principles in practice must be sufficiently elastic 
to be capable of application to any particular type of business. 

Definition of Book-keeping. 

Definitions of “ Book-keeping " are numerous, but it is difficult 
to explain in a few words the exact meaning of a term which has 
such a wide and varied significance. 

A modem English dictionary defines “ Book-ke^injg^ 

“ thej tti.jc£^ im ) rdm tLjafeaTO^ m'a 

regular and ayatematio maimer,” but tne imabMt5dd*l)y 

ffielracSSalli usmesi^mari mvolvea much more than the simple 
recording of transactions in a systematic manner ; it pre-supposes 
that such record shall be in a permanent form, and that the ^tails 

A 
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concerning the transactions shall be so arranged that the monetary 
aspect of:— 

* (a) Each separate transaction, 

(b) Each group of similar transactions, and 

(c) The whole of the transactions 

entered into during a given period, may be ascertained with the 
minimum of trouble and delay. 

In order to accomplish this result, it has been found necessary 
to enter the transactions in specially ruled books, which facilitate 
the classification and aggregation of similar items, without 
impeding reference to any particular entry. 

These books wiU be considered, in detail, at a later stage, but 
it must first be explained that just as there are two parties to every 
agreemeint, so there are, to every transaction, two separate aspects, 
both of which must be recorded in order to obtain the financial 
information which practical business demands. For example, 
if A sells a fountain pen to B for £1 and B pays the £1 cash 
immediately :— 

A must sho'.v in his books :— 

(c) That he has pens to the value of £1 less than he had 
before ; and 

( b ) That he has £1 more in cash than previously. 

B must show in his books :— 

( a ) That he has pens to the value of £1 more than he had 

before ; and 

(b) That he has £1 less in cash than previously. 

Thus it is seen that every transaction has two aspects in 
each party’s books. 

This simple example furnishes the key to a fundamental 
principle, which must never be lost sight of by the reader ; it 
is the basis of the universally adopted system known as Double 
Entry Book-keeping. 

The “ Double Entry ” System. 

The system of “ Double Entry" bbok-keeping, which is 
believed to have originated with the Venetian merchants of the 
fifteenth century, is the only system fulfilling this requirement of 
recordinfe the twofold aspect of every transaction. The result 
of applying £his principfe m practice may be usefully summarised 
in the axiom : “ Eyb.ty .debit rqqiures a credit wtcc versa." 
These words express, in technical language, the fact that in 
recording a transaction in accordance with the principles of 
Double Entry book-keeping— 

(1) The receiver is charged or debited with the pecuniary 

value of whatever ho (or it) receives ; while 

(2) The giver is credited with the same amount, this being 

the value of what he (or it) gives. 
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As will be seen later the main book of account, termed the 
Ledger, is composed of pages (or “ folios ”) divided vertically into 
two parts, each part containing a cash column ; the left-hand side 
is called the “ debit ” side, while the right-hand side is termed the 
“ credit ” side. An item which is entered on the left-hand (debit) 
side is accordingly said to be debited, and makes that account a 
debtor as far as the item debited is concerned. Conversely an 
item entered on the right-hand (credit) side is said to be credited, 
and makes that account a creditor as far as the item credited is 
concerned. 

This statement may be illustrated by a further consideration 
of the simple transaction previously referred to, wherein A sells 
a foimtain pen to B for £l and B pays the £l cash immediately. 
In this case A’s cash box receives a pound note, and his stock of 
goods is reduced by one pen worth £1, while B’s cash box gives 
a pound note, and his stock of goods is increased by one pen worth 
£1. The entries necessary to record this transaction in each 
party’s books are, therefore, as follows :— 

* {\) In the books of A.—Debit Cash Account (the receiving 
account) with £1 and Credit Goods Account * (the 
giving account) with £1. 

(2) In the books of B.—Debit Goods Account * (the receiving 
account) with £1 and Credit Cash Account (the 
giving account) with £1. 

ItsffiiU.ke clear frpni the above example that every transaction 
in’ gnivfta thp two entries (a complete debit and credit) 

in each party ’.sJiooks. 

^"^Business transactions involving the purchase and sale of 
goods may be classified as either {a) Qash Transactions, or 
(^) 'fH.ANaAr.TTON.s, In the 'case of a'cash 'trausactlbn, 

the Duyer pays cash immediately for the goods that he has 
bought (as in the foregoing example of a sale from A to B). In 
the case of a credit transaction, however, s^ltlemp^t in^ cash i.t 
de ffurred io-soane. fiUwre date, while in the meantime it is necessary 
lOTthe parties to the transaction to record in,^th^ respective 
the relationshi p of debtor and creditor that exists between 
the^ ThuSj if in the previous example had purchased the pen 
"oh credit, and later on had paid .4 £1 in cash in settlement of his 
debt, the two transactions (the purchase of the pen and the 
discharge of the debt) would be recorded in the books of both 
parties as follows :— 

(i) In the Books of A :— 

\^a) When making the sale.—Debit B’s Account (the receiving 
account) with £1 and Credit Goods Account * (the 
giving account) with £1. 

* As shown on page 28, a Goods Account is rarely used in praoiaoe, but it 
has been used here in order to indicate the theoretical application of the Goods 
(Beal) Account. 
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When receiving cash in settlement of the debt,—Debit 
Cash Account (the receiving account) with £1 and 
Credit B's Account (the giving account) with £1. 



In the Books of B :— 

(а) When making the purchase,—Debit Goods Account * 

(the receiving account) with £1 and Credit A's 
Account (the giving account) with £1. 

(б) When paying his debt in cash,—Debit A^s Account 

(the receiving account) with £1 and Credit Cash 
Account (the giving account) with £1. 


Jlh^ebit and credit aspects erf each transaction must always 
be^qnsidered ajone, without reference to anything that has happened 
previously. Thus the sale or purchase of goods on credit is one 
transaction requiring a debit entry and a credit entry in each 
party’s books, while the settlement of the account for such goods 
is, for book-keeping purposes, a separate transaction which also 
necessitates both a debit entry and a credit entry in each party’s 
booKfi. 


^t .dionld be observed that when a trader buys or sells goods 
fur cash (as in the first example above), he does not open an 
accv>u it in the name of the supplier or customer, for the entries 
therein would immediately offset each other, and it would be a 
ssiaig procedure to record them. 


The Books Required for Recording Transactions. 

Theoretically, the one essential book of account is the 
Ledge:^ . The double entry is completed therein, and consequently 
it is, m theory, possible to carry out a complete system of book¬ 
keeping by using this one book. In actual business, however, 
such a method has been found to be totally impracticable, as 
you will readily appreciate later in your reading. Therefore, in 
the simplest form of book-keeping at least two books are used, 
viz., 

(a) A..,jQumal, and (6) A Ledger. 

The name of the former comes from the French word journal, 
which means a diary, day-book, or log-book. In it is written a 
complete daily list of the trader’s transactions, entered in the 
order in which they occur. 

The operation of recording transactions in a Journal, or 
journalising, is undertaken in order to obtain a complete and 
reliable chronological record of the transactions. The items 
are arranged so as to show clearly the account to be debited or 

♦ As shown, on pa^e 28 a Goods Ac'^xint is rarely used in practice, but it 
has been used here in order to indicate the theoretical application of the Goods 
(Real) Account. 
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credited, as the case may be, thus facilitating the transfer, or 
'posting, of the items to appropriate accounts in the Ledger. The 
latter book contains a permanent record, in a classified form, of 
all the transactions of the trader. 

It will be shown later that the Journal may be, and often 
is, sub-divided into a number of subsidiary books which, for 
convenience, are described by other names, and have certain 
specialised functions. 

Similarly, the Ledger is almost always divided into a number 
of separate books, each of which is allocated to a particular 
class of transaction. For example, one ledger may contain the 
accounts of all persons from whom a trader purchases goods, 
i.e., his creditors, and another the accounts of all persons to whom 
he sells goods, i.e., his debtors. These sub-divisions of the two 
main books are made, however, simply for convenience or for 
economy of time and effort; for the effective presentation and 
record of the transactions of a business only two books of account 
are h.ctually necessary, viz. ;— 

(1) The Journal, a subsidiary book in which are made the 

initial or “ prime ’ entries in chronological order and 

(2) The Ledger, in which are recorded the transactions 

after classification into suitable groups, e.g., those 
affecting cash, or goods, or persons. 

Classification of Transactions. 

The classification of entries, or the collection of transactions 
of a similar nature, into appropriate accounts, demands extreme 
8MJCuracy on the part of the book-keeper, but provided that a few 
simple rules are obsserved, the work presents no difficulties which 
cannot easily be overcome. Thus, the whole of a trader’s 
transactions with another person are recorded in an account 
bearing that person’s name ; whilst his dealings in property and 
his items of expenditure are entered in accounts headed with the 
names of such property and class of expenditure respectively. 
Accounts which stand in the names of persons, firms or companies 
are called Personal Accounts ; all others are Impersonal 
Accounts. 

Impersonal Accounts may be further sub-divided into two 
classes, viz.:— 

(1) Beal Accounts, recording transactions in property 

and material objects (assets); and 

(2) Nominal Accounts, recording items of expenditure 

incurred and income received, losses made and gains 
effected. 
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The following list indicates a few of the more usual accounts 
coming under each heading :— 

Personal Accounts. Impersonal Accounts. 


A. & Co. (a customer). 

B. & Co. (a supplier of goods). 

Mr X. (Capital account). 

(The last-named is an account 
showing the proprietor’s per¬ 
sonal relations with his 
business.) 


Real. 

Land. 
Buildings. 
Machinery. 
Stock in Trade. 
Cash. 


Nominal. 

Rent. 

Wages. 

Discounts. 

Interest. 

Insurance. 


The Rules for Debiting and Crediting. 

To ensure accurate treatment, it is necessary to bear in mind 
that each transaction stands alone, and that its twofold aspect 
must be recognised and recorded entirely on its own merits 
without regard to any other item. The question as to whether 
an item hfts to be entered on the debit or the credit side is one 
which is apt to present a little difficulty at first, but if it is 
ren embeved that the account which “receives” is debited and 
the account which ' ‘ gives ” is credited no difficulty should be 
ospeiienced. Thus it may be stated that an account is debited 
with any value that comes into that account, and is credited with 
any value that goes out of that account. The following diagram 
shows the a.ppIication of this rule to each class of accounts :— 


CASH ACCUUKT. PERSONAL ACCOUNTS. REAL ACCOUNTS. 

I I I ^ 

[ i I 'I I I 

OeUL Credit. DeMt. Credit. Debit Credit 

ReoelptB. PajTneute, Eeceiver. Giver. Property Property 

received, given. 


C VSH Account. —If any difficulty is experienced in remember¬ 
ing whether cash receipts and payments should be debited or 
credited in the Cash Account, it should be recollected that receipts 
front debtors are debited to Cash, while p'lyments to creditors are 
credited to Cash. 

Personal Accounts. —The rule applying to Personal Accounts 
is quite straightforward. The term “ giver ” is used as the opposite 
of “ receiver,” and not as impljdng someone who makes a free gift 
to the business, but in the same sense as the verb in the sentences 
“ A gives £1 for a box ” and “ B gives a ton of coal for £2.” 

Real Accounts. —^The rule stated in connection with cash 
receipts and payments applies also to transactions affecting 
Real Accounts, for the Cash Account is, in fact, a Real Account, 
and is shown separately in the foregoing diagram because of its 
importance. When property is acquired, the appropriate Real 
Accoimt is debited, and when property is disposed of by sale or 


NOIONAL ACCOUNTS. 


I 


Cte^i. 


Debit 

Expenses Income 
and Losses, and Gains. 
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otherwise, a credit is required ; e.g., If A buys two acres of land 
for £100, and subsequently sells one acre for £60, both transactions 
being completed immediately by the payment of cash, the entries 
in ^’s books would be :— 

First Transactiok. 

Dd)it Land Account with £100 (Property received); and 
Credit Cash Account with £100 (Cash payment). 

Second Transaction. 

Debit Cash Account with £60 (Cash receipt); and 
Credit Land Account with £60 (Property “ given ”). 

Nominal AccodntsI —^The rule of debiting losses and expenses 
and crediting gains and income may seem a contradiction of the 
general procedure, but if the matter is carefully considered it will 
be seen that this is not the case. It has already been stated that 
each transaction must have both a debit and a credit entry ; 
and an example of a nominal account transaction is “ Paid wages 
in cash £60.” Obviously cash must be credited, as money has 
gonfe out, and equally obviously a debit entry must be made to 
balance the credit; in other words, the payment out must be 
charged to some account. Hence an account headed “ Wages ” 
is debited with the entry. This can also be considered from 
another viewpoint; thus Wages Account may be regarded as the 
combined personal accounts of all the recipients of wages, and so 
the rule of ” debit the receiver ” is again exemplified, cash, the giver, 
being credited. The converse arguments will, of course, apply 
to the accounts in which income and gains received are credited 
to various nominal accounts, and cash is debited in respect of 
the amounts received. 


THE JOURNAL 

As already explained, the Ledger is, in theory, the only book 
necessary to record fully all the transactions in accordance with 
the essential principles of the double entry system of book¬ 
keeping. If, however, no other book were*kept, there would be 
no record of all the business transacted in the date order in which 
it occurred. It is for this reason that the Journal, or book of 
first entry, is used in addition to the ledger. Thus, the Journal 
is the “ day-by-day ” book of the business wherein both aspects 
of all transactions are recorded in chronological order. 

In its usual form, a Journal is divided by vertical lines into 
five columns in which to enter in respect of each item : (i) the 
date; (ii) the names of the two ledger accounts affected (the 
account debited always coming first), with brief details of 
the tran8a>ction (termed the -narration ); (iii) a reference to the 
pages (or folios) in the ledger to which the entries are posted, 
i.e., transferred ; and (iv and v) two cash columns for the debit 
and credit amounts respectively. 
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These columns are illustrated in the following specimen 
ruling, in which is entered a record of the first credit transaction 
referred to in this chapter (in the books of A), the date and 
ledger folios being assumed. 


JOURNAL. 


Date Names of Accounts affected, with 

; a narration of each transaction. 

Ledger 

Folio. 

Debit 

Column. 

Credit 

Column. 

19.. 1 

Jan. 1 B\s Account .... Dr. 

7 

£ 8. d. 

1 0 0 

£ s. d. 

To Goods Account .... 
i Being sale of one fountain pen to B 

: as per Invoice No .. ^ 

i 

10 


1 0 0 


Note. —In practice, the only headings which actually appear are those in the 
cash columns, and these are contracted from Debit Column *^and “ Credit Column ” 
to “ and “ Cr.” respectively. 


Entries in the Journal are arranged and worded so that the 
ledger-keeper can immediately recognise on which side of the 
relative ledger account each item is to be entered. Forthis reason:— 

(i) Separate cash columns are provided for the debits and 

credits. 

(ii) The account to be debited is always entered before 

the account to be credited, the latter being shown on 
the next succeeding line. The debit entry is followed 
by the abbreviation “ Dr.” 

(iii) The word “ To ” is prefixed to the credit entry, which 

is written slightly more to the right-hand side than 
the debit entry in order that its position may corre¬ 
spond with that of the credit cash column, wherein 
the relative amount is entered. 

At first sight, these details may not appear of very great 
importance, but experience has shown that they are of real 
assistance in facilitating the work of posting to the Ledger, not 
only in private study and in the examination room, but also in 
practical work. 

The Narration. 

The object of the brief summary—technically termed the 
“ Narration ”—which follows each entry is to provide a concise 
yet adequate explanation of the transaction. Its importance 
cannot be too strongly emphasised, since it gives the reason why 
the respective accounts are debit^ and credited, and provides 
information which will certainly be required if the books are 
audited, and may be of great value for other purposes years after 
the entry was made. 
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The narration must always be included when a journal entry 
is made, and students should accustom themselves to this essential 
of practical book-keeping by adding narrations to aU journal 
entries when working exercises or in the examination room. In 
the former case it promotes thoughtful work, and in the latter, 
enables the examiner to judge whether the candidate has under¬ 
stood correctly the nature of the transaction in the question. 
Too much detail is not required ; but sufficient informaticMi should 
be given to ensure that reference to it will adequately explain the 
entry. 

The foregoing statements will be further elucidated in the 
following example by a consideration of a number of transactions 
of a trader whose books are kept on the double entry system. 

EXAJ^JPLE. 

Transactions op Albert Brown, trading as “ The Retail Coal Store.” 

t 19.. 

(1) 1st January. Alln'rt Brown commences business as a coal merchant, 

trading under the name of ” The Retail Coal Store,” 
with a capital of £100. 

(2) 2nd January. He buys on credit from the Seafield Colliery Co. 60 tons 

of coal at 30s. per ton ex colliery. 

(3) 10th January. He receives an invoice from the Northern Railway Co. 

for £31 5&. in respect of the carriage of the coaL 

(4) 20th January. He sells the 60 tons of coal on credit to Alfred Jones at 

47s, 6d, per ton. 

(6) 30th January, He pa 5 r 8 the railway company’s account. 

(6) 30th Janu.ary, He pays £40 on account to the colliery company. 

Write up the books of ‘‘The Retail Coal Store ” and ascertain its financial 
position on 31st January. 

In this example, there are six distinct transactions to be 
recorded. 

(1) The commencement of business .—At the outset, it must be 
clearly understood that we are concerned only with the trans¬ 
actions of the Retail Coal Store, and not with those of its 
proprietor. Notwithstanding the fact that Mr Brown is the sole 
owner of the coal business, his deaUngs in his private capacity 
and those of the Retail Coal Store are things quite apart. The 
business and its proprietor, from a book-keeping point of view, 
are two distinct entities, and transactions between the business 
and Mr Brown will be recorded in the latter’s personal account in 
exactly the same way as transactions with the firm’s customers 
are recorded. If Mr Brown purchases coal from the Store for his 
private use, his account will be debited with the cost thereof ; 
and, similarly, if at the end of a financial period it is found that 
the business has earned a profit for its proprietor, his account 
wiU be credited with the amount of such profit. 

A* 
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If this aspect of the position is clearly grasped, it will not 
be difficult to understand that on the 1st January the Retail 
Coal Store starts trading with absolutely nothing, and that 
when Mr Brown introduces £100 as capital (in effect lending this 
sum to the business) the entries in the firm's ledger will be— 
DEBIT Cash Account, because the cash box receives the money ; 
and CREDIT Mr Brown's (Capital) Account, because Mr Brown 
gives the money. 

(2) Purchase of coal. —This transaction results in the transfer 
of the coal from the Seafield Colliery Co. to the Retail Coal Store. 
The latter increases its possessions, at the same time incurring a 
liability to pay the Colliery Company for the coal. Both aspects 
of this ♦transaction must, of course, be recorded, and the entries 
will be— DEBIT Coal Account, as the receiver of the coal; and 
CREDIT the account of the Seafield Colliery Co. (the ‘‘ giver ") in 
respect of the money due to it for the coal. 

(3) Carriage of the coal. —The Northern Railway Co. performs 
the service of transporting coal from the colliery to the local 
raih^ ay depot, and this service increases the value of the coal by 
bringing it into closer proximity to potential consumers. It 
would accordingl}’' not be incorrect to debit Coal Account with 
the cost of the services rendered by the Railway Co., since that 
account r^^ceives the benefit; but as one of the main objects of 
boo^'keeping is to classify expenditure into as many sub¬ 
divisions as are necessary to enable the proprietors to ascertain 
quicldy and accurately the total amount of charges under any 
particvJar heading, it is usual to open a separate account for such 
a general class of expenditure as carriage. Therefore all charges 
under the heading “Carriage" are debited to, i.e., charged 
against, Carriage Account in the Store's ledger, and the Northern 
Railway Co.'s personal account credited. 

(4) Sale of coal. —^The stock of coal at the Store's yard is 
reduced by the sale, and the purchaser receives a corresponding 
benefit. A. Jones' personal account will, therefore, be debited 
and the Coal Account credited wdth the amount charged for the 
coal. 

(6) Payment to the Railway Company. —^The Northern Railway 
Co. receives cash in settlement of its account for carriage, hence 
its personal account must bo debited, and Cash Account 
credited in respect of the money paid. 

(Note that this transaction, which is quite distinct from 
(3) above, does not require any entry in Carriage Account, as 
it affects only Cash and the Railway Company.) 

(6) Payment to the Colliery Company. —^This transaction is 
similar to (5) above, therefore the entries will be debit the 
Seafield Colliery Co.'s account and credit Cash Account. 
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Entries in the Journal. 

The transactione enumerated on pages 9-10 will appear in the 
Journal as follows :— 


JOURNAL OF THE RETAIL COAL STORE. 

Folio 1. 


19.. 
Jan. 1 




2 


t 



„ 20 


30 


30 


Cash Account . . . Dr. 

To Capital Account of A. Brown . 
Being amount of cash introduced 
by A. Brown, 

Coal Account . . . Dr. 

To Seafield Colliery Co. 

Being purchase of 60 tons of coal 
at 30tf. per ton ca; colliery. 


Carriage Account . . . Dr. 

To Northern Railway Co. 

Being carriage on coal from 
Seafield Colliery Co. 


Alfred Jones .... Dr. 
To Coal Account 

Being sale of 50 tons of coal at 
478. 6d. per ton. 


Northern Railway Co. . . Dr. 

To Cash Account 

Being payment of their account 
for carriage on coal. 


Seafield Colliery Co. . . Dr. 

To Cosh Account 

Being part payment of their 
account for coal supplied. 


Total 



Dr. 

Cr. 


£ 

8 . 

d. 

£ 

0 . 

d. 

1 

100 

0 

0 




2 




100 

0 

0 

5 

76 

0 

0 




7 




75 

0 

0 

6 

31 

5 

0 




3 




31 

5 

0 

4 

118 

15 

0 




6 




118 

16 

0 

3 

31 

5 

0 




1 




31 

6 

0 

7 

40 

0 

0 




1 




40 

0 

0 


£396 

6 

0 

£396 

6 

0 







THE LEDGER 

As previously stated, the Ledger is a book which contains, 
in a summarised tind classified form, a permanent record of all 
transactions. The book is divided into separate sections, called 
accounts, each of which usually occupies one page, although it 
may extend to two or more pages, while, on the other hand, several 
accounts may be included on a single page. The pages (known 
as “ folios ”) are numbered consecutively, and any accoimt can be 
turned up quickly by reference to the alphabetical index provided. 
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The following is a specimen ruling of a ledger account 
Dr, SPECIMEN LEDGER ACCOUNT. Cr. 


1 o L 

Date. Particulars. A?no«nt. 

O ^4 ' 

^ ( 

1 ^ c ® 

Date. Particulars. 

0 fa 

I ^ 

Amount, 

10.. 1 £ s. d. 

' 

1 

1 j 

i 

10.. i 

1 

1 

: 

1 1 i 

1 

! 

f 8. d. 


It will be noticed that the form of a ledger account differs 
\i\ several important respects from that of the journal. A ledger 
account is divided into two sections by a central vertical line, and 
on the left-hand side are placed the debit entries and on the other 
sid» t!\e credits. The abbreviations Dr.'' and “ Cr." are placed 
ai top left- and right-hand comers respectively, whilst columns 
are v rovided on each side for the date, the nature of the transac- 
ihiU, the journal folio, and the amount respectively. The nature 
of i/ansactioii specified in the second column is usually 
indicatt^.l by stating the name of the other account included in 
the journal entry. An account may therefore l>o defined as a 
statement in which arc recorded all the transactions of one specific 
class, which have taken place during a given period. 

The transactions entered in the Journal on page 11 will appear 
in the Ledger thus 

Account No. 1. 

Dr. CASH ACCOUNT. Cr. 


! 


19.. : 1 


1 £ a, d. 1 

10.. 



£ s. 1 

Jan. 1 

To Capital 

J. 1 

100 0 o! 

Jan 30 

By Northern Railway 





1 



Co. . . 

J.l 

31 5 0 

i 




„ 30 

„ Seafield Colliery i 








1 c . 

J.l 

40 0 0 


Account No. 2. 

Df. CAPITAL ACCOUNT OF A. BROWN. Cr. 


10.. 


£ i'. cL 

19.. ' 

1 £ 8. d. 




Jan. 1 1 By Cash . 

J. ij 100 0 0 


Dr. _ 

19.. 

Jan. 30 To Cash . 


NORTHERN RAILWAY CO. 


Account No. 3. 


Cr. 


J. 1 


£ 

31 


8. d.; 19.. 

6 0 ^ Jan 10 j By Carriage 


. J. 1 


£ B. d. 
31 6 0 
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Dr. 


19.. 

.Ian. 20 To Coal . 

_ 


Dr. 


19.. 

Jan. 2 To Seafield Colliery 
Co. . 


ALFRED JONES. 


Account No, 4. 

Or. 


i £ s. (1.! 19.. 
. ,.J. i;il8 16 0 1 

! :! 


a, 



£ s. (1. 


COAL ACCOrNT. 


Account No. 5. 

Cr, 



jl i 

£ 8. d.jl 19.. : 

ji Jan 20 By Alfred Jones 
75 0 Oil ; 

jl ' 


, £ 8. d. 

. J. 1 118 15 0 


Dr. 


CARRIAGE ACCOUNT. 


19.. 
Jan.10 


£ 8. d.;! 19.. 

To Northern Railway j 

Co. . . . J. 1 31 5 0 ! 


Dr. 

19.. i 

Ian. 30 i To Cash . 


SEAFIELD COLLIERY CO. 

j ‘ £ s. d.| 19.. i 

} J. 1 40 0 0 ; Jan. 2 | By Coal . 


Account No 6. 

Cr. 


£ H. d. 


Account No. 7. 

Cr. 

£ 3. d. 

. J. 1 ! 75 0 0 


The Prefixes To ” and By/’ 

The above accounts exemplify the method of entering trans¬ 
actions in the Ledger. It will be noted that the word “ To '' is 
prefixed to the debit entries, and that the word “ By '' is written 
before the credit entries. 

The reason for the use of these particular words wall not be 
clear unless they are read in conjunction with the abbreviations 
‘‘ Dr.’' and Cr.” at the head of each account; thus, considering 
the account of the Northern Railway Company, on the 10th 
January this company becomes a creditor by the value (£31 5s.) of 
the service rendered in carrjung coal, and on the 30th January 
becomes a debtor to the firm in respect of cash £31 5s. sent to 
it. As the Railway Company is thus both a debtor and a creditor 
for the same amount, its account balances. The facts implied 
by the words “ to ” and “ by ” will now be apparent, and they 
must never lie omitted, either in the examination room or in 
practice. 

It should be noted that, at 31st January, the credit balance on 
the account of the Seafield Colliery Co. signifies tliis company to 
be a creditor of the Retail Coal Store, and that the debit balance 
on A. Jones’ account shows that this customer is a debtor. 

Literally, a debtor is a person who owes money to another, 
while a creditor is a person to whom money is owing. 
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The foregoing ledger accounts illustrate in the simplest form 
the three classes, viz., Personal, Real and Nominal Accounts. 
The accounts of the Seafield Colliery Co., of the Northern Railway 
Co., and of Alfred Jones are Personal Accounts; Cash Account 
and Coal Account are Real (or Property) Accounts ; and Carriage 
Account is a Nominal Account. The proprietor’s Capital Account 
is usually regarded as the personal account of the proprietor with 
the business. It can, however, be argued that, as the Capital 
Account records the diilerence between the total value of the 
property, etc., belonging to the business (assets), and the total 
amount owing by the business (liabilities), it should be classed 
as a nominal account. 

The Trial Balance. 

In the preceding pages we have traced the transactions of 
tne Retail Coal Store through the Journal into the Ledger. A 
complete record of the transactions now appears in the seven 
ledge]- account;’, but it is not possible to see, at a glance, whether 
the h^aliiigs have resulted in a profit or a loss, nor is it possible 
to a^certv in htimediately the exact financial position of the business 
aft^j’ its first month of trading. These two important items 
of i/.tormation will be obtained by preparing a Profit and Loss 
\ucount and Balance Sheet, but before doing so, we may well 
check the arithmetical accuracy of our records. That this 
can be done by the simple expedient of preparing a Trial Balance 
is one of the great advantages of double entry book-keeping. 

VVe already know that as the dual aspect of every transaction 
must be recorded, both a debit and a credit entry are required 
for every transaction. This being so, it follows that if we prepare 
a statement, called a Trial Balance, showing in separate columns 
the totals of all the debit and credit entries in the ledger, then the 
total 3 of the tw'o columns should agree. If they do not, it in¬ 
dicates that one or more errors have occurred either in posting 
to the ledger, or in the additions of the ac'^ounts, or in the extrac¬ 
tion from the ledger of the figures for the Trial Balance. 

A variation of the above procedure is to show in the Trial 
Balance, not the totals of the debit and credit postings, but only 
the debit and cre<iit balances on the ledger accounts (as explained 
below, this method i.s nearly always used in practice). A little 
consideration will show thet the same result is achieved in 
both cases : the entries in the ledger are proved to be correct in 
one case because the totals of the debit and credit postings balance 
each other, and in the other case because the total of the debit 
balances in the ledger is equal to the total of the credit balances. 
In this connection it sliould be noted that the balance of a ledger 
account is represented by the excess of the total of the entries on 
one side of the account over the total of the entries on the opposite 
side of the same account. 
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The following specimen shows the Trial Balance of the Retail 
Coal Store, prepared to show the totals of the debit and credit 
postings in addition to the balances of the accounts :— 

THE RETAIL COAL STORE. 

Trial Balance as at 31st January, 19.. 


Ledger 

Folio. 

Name of Account. 

Total Postings. 

Dt. 

Balances. 



Dr. 

Cr. 


Cr. 



£ 

8 . 

d. 

£ 

8 . 

d. 

£ 

8 . 

d. 

£ 

8 . 

d. 

1 

Cash 

100 

0 

0 

71 

5 

0 ; 28 

15 

0 




2 

Capital 




100 

0 

0 1 



100 

0 

0 

3 

Northern Rail- 














way Co. 

31 

6 

0 

31 

5 

0 

1 






4 

Alfred Jones 

118 

15 

0 




118 

15 

0 




5 

Coal 

75 

0 

0 

118 

15 

0 

1 



43 

15 

0 

6 

Carriage . 

31 

6 

0 




31 

5 

0 




7 

Seafield Colliery 







- 






i 

Co. 

40 

0 

0 

75 

0 

0 




35 

0 

0 

% 


; £396 

5 

0 

£396 

5 

0 

, £178 

15 

0 

; £178 

15 

0 


It will be found in practical book-keeping that the accounts 
in the ledger are too numerous to permit the compilation of a four- 
column Trial Balance without involving a considerable amount of 
unnecessary labour, and it is accordingly usual to prepare Trial 
Balances in two-column form, by extracting only the balances of 
the ledger accounts. When working out exercises for examination 
purposes this practical method of only showing the balances of 
the ledger accounts in the Trial Balance should always be adopted, 
unless the question specifically requires otherwise. 

It is important to note that a Trial Balance is merely a state¬ 
ment prepared to check the arithmetical accuracy of the book¬ 
keeping entries up to ;i particular date, which should be stated 
at the head of the Trial Balance. No posting can ever be made 
to a Trial Balance, for it is not an account, neither is it a part of 
the ledger or of the journal. 

THE PROFIT AND LOSS ACCOUNT 

In ordinary circumstances a trader does not wish to ascertain 
his profit or loss on each separate transaction, and he is content 
if his system of account keeping enables him to determine whether 
the aggregate of his transactions during a given period—usually 
one year—has resulted in a profit or a loss. 

In order that this information may be forthcoming, he opens 
in his ledger a Nominal Account called “ Profit and Loss Account,” 
to which, at the end of the period under review, he transfers through 
the journal: (a) the gross profit realised—that is, the excess of 
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the amount charged to customers in respect of goods sold over 
the amount paid for them by the seller (in the case of the Retail 
Coal Store, this is represented by the balance of the Coal 
Account); and (6) the balances of any other Nominal Accounts 
in the ledger wliich relate to items of income or expense. The 
transfers are effected through the journal, it being remembered 
that there must never be a debit entry in the ledger without a 
corresponding credit, and vice versa. 

The amount of gross profit is placed to the credit of the Profit 
and Loss Account, for this account receives the benefit of the 
profits made by the business. Similarly, any other items of income 
or gain are placed to the credit of this account. On the other hand, 
losses and items of expense, such as carriage, are debited to the 
Profit and Loss Account, for these items must be charged against 
the gross profits of the business. 


The journal entries necessary to effect the transh'rs of the 
balances on the nominal ledger accounts (shown on page 13) are 
as hdlG*^ 3 


JOURNAL. 


Folio 2 


i 

Dr. 



Or, 





£ 

s. 

d. 

£ 

s. 

d 

g >al Account 

T)r, ; 


4b 

15 

0 




To Profit and Tjoss Account . 

• 1 

8 ! 




43 

15 

0 

* Being gross profit for month \ 

1 







ending 3l.si January, 19.. 

1 








Profit and Loss Account . 

Dr, 1 

i 

8 1 

31 

5 

0 




To Carriage Account . 

. 

6 ; 



' 

31 

5 

0 

Being transfer oj expenses 

in- 








curred during January, 19. 










When these transfers have been effected, tlie Profit and Loss 
Account will show on the credit side the gross profit on trading, 
together with any other income and gain >, and on the debit side, 
the expenses and losses. The resulting balance of this account 
will represent the net profit or net loss for the period covered 
by the account, i.e., if the total of the credit side exceeds the 
total of the debit side the balance will be the net profit, whereas 
if the total of the debit side exceeds the total of the credit side 
the balance will be the net loss. 

When the balance of the Profit and Loss Account is ascertained, 
the profit (if one has be^^n made) wiU belong to the proprietor, 
and the amount must be transferred to the credit of his Capital 
Account. On the other hand, if the trading results in a loss, the 
proprietor’s capital is diminished, and tliis loss must, therefore, 
be transferred to the debit of his Capital Account. 
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In the business under consideration a net profit of £12 10s. 
was made during the month of January, so the journal entry to 
transfer this profit to the Capital Account of A. Brown will be— 

Folio 2. 

i Dt. \ Cr. 


19.. i " £ s. d.: £ a. d. 

Jan. 31 ! Profit and Loss Account . . Dr. & ii 12 10 0 

; To Capital Account of A. Brown . 2 12 10 0 

Being transfer of net profit made I 

; during January, 19.. ij 

The completed Profit and Loss Account will appear thus :— 

Account No. 8. 

PROFIT AND LOSS ACCOUNT 

f ) r . For Month endkd 31st January, 19.. Cr . 



£ s. d. 19.. 

£ B. d 

n) Carriage . . J. 2 

31 6 0 Jan. 31 

By Gross Profit on 



Coal Sold . J. 2 43 15 0 

„ Balance, being Net 

! 


Profit for month 

' 


transferred to 


i 

Capital Account J. 2 

12 10 0 

I 


£43 16 0 

( 

£43 15 0 


Striking the Balance. 

Balancing an account sometimes presents a little difficulty 
because the balance is first shown on the opposite side to that 
expected, i.e., a debit balance first appears on the credit side. A 
moment’s thought, however, will show that if the total of the debit 
items exceeds the total of the credit items th(^ difference between 
the two sides must be placed on the credit side in order to make 
the totals of the two sides agree. The balance is then brought 
down to the opposite side, i.e., the correct side, and will represent 
the commencing point of the account for tlie succeeding period. 

A debit balance indicates that the total debits exceed the 
total credits, whilst a credit balance shows that the total credits 
are greater than the total debits. 

In practice a trader would rarely draw up a formal profit 
and loss account at the end of only one month's trading, although 
he may possibly extract a trial balance from liis books in order 
to ensure that they are arithmetically accurate, and he may 
also draft out a rough profit and loss account for his own informa¬ 
tion. Periodically, however, usually every six or twelve months, 
the trader would proceed systematically to balance his books 
and to draw up his Profit and Loss Account and Balance Sheet 
(as explained later in this Chapter). 






18 PEENCIPLBS AND PRACTICE OP BOOK-KEEPING AND ACCOUNTS 


In the present example we will assume that he has decided 
to draw up his Balance Sheet and to “ close his books/' as it is 
termed, at the end of his first month's trading. The entries shown 
in the Journal on page 16 will be made in the relative accounts, 
and every account in the Ledger will then be ruled off, and the 
balance, if any, brought down on the opposite side of the account 
as the opening balance for the ensuing period. 

When the closing entries in the journal have been posted to 
the respective ledger accounts, the completed accounts will appear 
in the following form :— 


Account No. 1. 


Dr. 


CASH ACCOUNT. 



Cr. 

19.. 



£ 8. d. 

19.. 



£ 8. d. 

Jan. 1 

To Capital 

J. 1 

100 0 0 

Jan. 30 

By Northern Rail- 







way Co. . 

J.l 

31 5 0 





„ 30 

„ Soafield Colliery 
Co. . 

J. 1 

40 0 0 





M 31 

„ Balance carried 








down 


28 l.'i 0 




£100 0 0 




£100 0 0 

Feb. I 

To 'Oanrc h ought | 






1 

doi/'n 


28 15 0 









Account No. 2. 

Dr. 

CAPITAL ACCOUNT OF A. 

BROWN. 


Cr. 

19.. 

1 

£ 8. d. 

19.. ! 

1 


£ 8. d. 

Jan. 31 

To Balance carried ! 


Jan. 1 

By Cash . . . 

J.l 

100 0 0 



112 10 0 

„ 1 

„ Profit and Loss ! 




ai.Hm , . I 

1 


1 

Account . ' 

J.2 

12 10 0 


1 

£112 HI 0 

1 


£112 10 0 




Feb. 1 

By Balance brought 






1 

d)um . 


112 10 0 


Account No. 3. 

Dr. NORTHERN RAILWAV 00. Or. 


19.. 

- 


£ 8. d. 

1 

i 19.. 



£ 8. d. 

Jan.30 

To Caah 

J. 1 

31 5 0 

1 Jail. 10 

By Carriage . 

J.l 

31 6 0 






Account No. 4. 

Dr. 



ALFRED JONES 



Cr. 

19.. i 



£ s. d. 

1 19.. 



£ s. d. 

Jan.20 i 

To Coal 

J.l 

ns 15 0 

_ 






Noti 5. -It is unnecessary to carry down the balance when only ono entry appears in the 
account, since the balance is obviously the same amount. 
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Account No. 5. 


fh. 



COAL ACCOUNT. 

6V. 

19.. 



£ s. d 

i, 19.. 

£ 8. d. 

Jan. 2 

To Seafield Colliery 



! Jan. 20 By Alfred Jones . 

J. 1 118 16 0 


Co. . 

J.l 

76 0 0 



M 31 

„ Profit and Loss 



,, 



Account 

J.2 

43 16 0 

j 





£118 15 C 

1 

£118 15 U 






\ccount No. 6. 

iJr, 


CARRIAGE ACCOUNT. 

Cr. 

19.. 



£ 8. d. 

19.. 

1 £ s. d. 

Jan. 10 1 

To Northern Bail way 

J. 1 

31 5 0 

Jan. 31 Bv Profit and Loss 

1 


Co. 



Account 

J.2 31 5 0 





Account No. 7. 

Dr. 


SEAFIELU COLLIERY CO. 

Cr. 

19.. 

1i 

i 

£ s. d. 

19.. 

£ s. d. 

Jan.30 

I'o Cash . . ; 

J.l 

1 

40 0 0 , 

Jan. 2 By Coal 

J.l 75 0 0 

„ 31 

! ,, Balanic carried 

i 

1 


1 

. ‘ 


clovm 

i 

35 0 0 

! 




! 

£75 0 0 


! £75 0 0 


F(‘b. 1 By Jbilancc hroujht 

doxm . . I 35 0 0 


THE BALANCE SHEET 

The books of the Retail Coal Store have now been completely 
written up, and show that a profit has been made by the first 
month's trading. The next and final step is to draw up a simple 
statement which shows at a glance the financial position of the 
business. This statement, known as a Balance Sheet, consists of 
a classified summary of all the ledger balances remaining open 
on a given date, after the balances of the nominal accounts have 
been transferred to the Profit and Loss Account. 

For convenience, a Balance Sheet is divided veitically into two 
parts, showing on the left-hand side the balances which represent 
liabilities of the business, including the balance of the capital 
account (this being the amount owing by the business, as such, 
to the proprietor as an individual), and on the right-hand side 
the balances representing the assets, or property, of the business. 
This form is invariably adopted in Great Britain, but there is 
no reason, apart from custom, why the sides should not be reversed 
or the assets shown above or below the liabihties; in fact, the 
practice in America is to show the liabilities (credit balances) on 
the right-hand side and the assets (debit balances) on the left. 
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It was stated, when dealing with the Trial Balance, that as 
every debit has a corresponding credit, the total of all the debits 
must equal the total of all the credits in the accounts as a whole, 
or, in other words, that the total of all the debit balances must 
exactly equal the total of all the credit balances. It follows, 
therefore, that, if the book-keeping has been carried out correctly, 
the two sides of the Balance Sheet must agree exactly, in just 
the same way as the two sides of the Trial Balance agree. 

It must be particularly noted that while the Profit and Loss 
Account is a ledger account, to whicli items are posted through 
the journal, the Balance Sheet, like the Trial Balance, is only 
a statement. As its name imphes, it is simply a classified summary 
of balances at a certain date and is not an account, so that there 
can be no question of transfers to the Balance Sheet. 


THE RETAIL COAL STORE. 
Balance Sheet as at 31st January, 19.. 


Liabilities 


£ 

a. 

d. 

Assets 

1 £ 

8. (i. 

v^rediloi :— 





Debtor:— 

1 


Seafv.M CAliery Co. . 


1 36 

0 

0 , 

A. .Tones 

I 118 

16 0 

A. B. u—< ’ Account: 

;— 





i 


BoM,). a:-at itt £ a. 

(1. 







WO 0 

0 




j 



Ada for 





1 Cash 

28 

15 0 

month . 12 10 

0 




i 




— 

112 

10 

0 






£147 

10 

0 


£147 

10 0 










NoiK.—In practice, the names of the debtors and creditors -tro not normally 
shown in the Balance Sheet, all d<d>tors and creditors being included iindfjr the 
general h- idings “Sundry Debtors” and “Siimlry (.'reditors” respectively. 


From this Balance Slieet, wliich is prepared from the ledger 
accounts given on pages 18 and 19, it can be seen that on 31st 
January the business had £28 15s. in cash, and an amount of 
£118 i5s. owing to it. On the other hand, the business owed £35 
to a creditor, and £112 10s. to its proprietor. 

The foregoing example is an illustrati(m of a trader's trans¬ 
actions showing, in the simplest possible lorm, how double entry 
is effected, maintained and completed from the initial entry of 
the first transaction to the construction and compilation of the 
final accounts and Balance Sheet. 

THE CASH BOOK 

When double entry book-keeping was first introduced, trading 
was undertaken on a mucli smaller scale than at present, and no 
great amount of work was entailed in passing each separate trans¬ 
action through the journal; but as business operations were 
conducted on an increasing scale it became necessary to devise 
means whereby short cuts could Ae introduced, and the detailed 
work of book-keeping distributed over a staff of perhaps dozens 
of clerks, instead of being perfbnned by a single inmvidual. 
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The first step in this direction was the separation of the Cash 
Account from the ledger, and the adoption of a separate Cash Book 
in which to record all cash transactions. It is obvious that in 
the majority of businesses the number of transactions involving 
the receipt or the payment of cash must easily outnumber those 
of any other type of transaction, and the convenience afforded 
by binding up the cash account as a separate book has only 
to be mentioned to be appreciated. It must, however, be dis¬ 
tinctly understood that the Cash Book is a part of the ledger, and 
is bound up separately simply as a matter of expediency. 

The journalising of cash items is now recognised as an un¬ 
necessary duplication of labour, and accordingly the present 
practice is to enter all cash receipts and payments directly into 
the Cash Book without first passing the entries through the 
journal. The Cash Book thus fulfils the functions of both a ledger 
account and a journal. 

Cash receipts are value coming in ; hence amounts of cash 
received are entered on the debit side of the Cash Book and posted 
to«the credit of the a})propriate ledger accounts. In other words, 
corresponding credit entries are made in the ledger accounts of 
the persons or things giving the value. Similarly, cash payments 
are value going out; such transactions must therefore be recorded 
on the credit side of the Cash Book, and posted to the debit of 
the ledger accounts of the persons or things receiving the value. 

As the Cash Book is primarily a ledger account, it is in its 
simplest form ruled shiiilarly to any other ledger account, thus 


Dr, _ 


CASH BOOK. 


Cr . 

i 

I 

Date. 1 Accounts. 

Ledger | 
Folio, i 

Amount. 

Date. 

Accounts. 1 

.Amount. 

19.. i 


£ 8. d. 

: 19.. ' 

i ■■ 1 
i 1 

£ a. d. 


The Cash Book now in general use is of a somewhat more ad¬ 
vanced type than that shown in the above illustration. Similarly, 
the journal has been largely superseded by other subsidiary books. 
Examples of these, with explanations, wiU be given In later 
chapters, but for the present, students will confine their attention 
to the simple Journal, Cash Book and Ledger. 

The art of correct joumahsing is the foundation-stone of 
accuracy and efficiency in double entry book-keeping, and as it is 
imperative that students should be proficient in this essential 
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feature before proceeding to more advanced stages, a more 
comprehensive example of a trader’s transactions will now be 
considered, illustrating the use of the Journal in conjunction with 
a Cash Book and Ledger, and leading up to the compilation of the 
Trial Balance. 

EXAMPLE. 

W. Spcedv is in business as a Furniture Dealer, and on 1st January, 19.. 
his position is as follows :— 

/I SS^^S 

Cash at Bank, £685 ; Debtors L. Pain, £260; C. Pirrie. £124 ; Goods 
in stock, £986 ; Motor Van, £180; Shop Fittings, £200. 

Liabilities. 

Creditors W. Smith. £320 ; D. Perkins, £490. 

His transactions are as follows :— 

19.. 

(1) Jan. 3. Purchased from C. Hall, 100 carpets at 22s. 6d. each. 

(2) „ 4. Sold to C. Brown, 12 bedsteads at 85s. each. 

'3) „ 5. Paid Wages, £24. 

i4) „ 5. Paid Rent, £38. 

(5) , 6, Paid W. Smith on account. £220. 

(6; „ 8. So i to C. Pirrie— 

60 mat/tresses at OOs. each. 

60 mattress covers at 8s. 6d. each. 

60 bolsters at 8s. each. 
iOO pillows at 4s. each. 

^7) , 8. Received £200 on account from L Pain. 

{S) „ 10. Purchased from W. Smith— 

3 mahogany tables at £5 10s. each. 

1 settee for £10. 

„ 12. Purchased from D. Perkins, 10 bedsteads at 3Ss. 6d. each. 

(10) „ 12. Paid Wages, £24. 

(11) ,, 12. C. Pirrie paid his account, £335 5s. 

(12) ., 1.2. Paid Sundry Expenses, £4 10s. 

Enter the above items in W. Speedy’s Journal, Cash Book and Ledger 
Close the books on 12th January and prepare a Trial Balance as at that date. 

The Opening Entries. 

With regard to the opening entries, the assets are represented 
in the Ledger by debit balances and the liabilities by credit 
balances ; hence, in journalising these iteius che accounts recording 
assets are debited and the accounts lecording liabilities are 
credited. W. Speedy’s capital is the amount by which his assets 
exceed his habihties ; this also is a credit balance. For the sake of 
convenience, the whole of the items are combined in one com¬ 
pound or “ composite ” journal entry, the debits being collected 
together and entered on successive lines, followed by the credit 
entries, which are treated in the same manner. Where entries 
are combined in this way, it is customary to open with “ Sundries, 
Dr. To Sundries” as showo in the following example, although, 
in practice, these word-s are sometimes omitted. 

Cash at Bank is included in thi« opening journal entry in order 
to show Speedy’s complete position and to comply with the axiom 
Ihe sum of the debits must equal the sum of the credits, 
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The opening journal entries are as follows :— 


JOURNAL. 


Folio 1. 


1 1 f 

Cr, 

19.. 



1 ^ 

8 . 

d. 

i 

8. 

d 

Jan. 1 1 Sundries 

Dr. 








' To Sundries 



i, 






i Cash at Bank. 


C.B. 

l| 686 

0 

0 




i Sundry Debtors :— 


I.ed. 







L. Pain 


2 

' 260 

0 

0 




' C. Pirrie 


3 

! 124 

0 

0 




Goods Account (Stock) 


10 

986 

0 

0 




1 Motor Van 


8 

' 180 

0 

0 




1 Shop Fittings . 

. 

9 

200 

0 

0 




To Sundry Oreditoi-s : -- 

i 








i W. Smith 


4 




320 

0 

0 

D. Perkina 

1 

5 




490 

0 

0 

1 „ Capital Account 


1 




1,625 

0 

0 

Being assets, liabilities 

and j 








capital at this date. 





1 





i 

j 


£2,435 

0 

0 £2,435 

0 

0 


How the Transactions are Recorded. 

The transactions are dealt with in the following manner :— 

(1) The stock of goods is increased by this purchase, therefore 
Goods Account, wliich “ receives '' the articles, is debited, and 
C. Hall, who ‘‘ gave'' the articles, is credited. 

(2) In this transaction, C. Brown ** receives'' the goods, 
while the stock is decreased by the sale, hence C. Brown is debited 
as the “ receiver,'' and Goods Account is credited. 

(3) This transaction is in respect of work performed by certain 
employees w^ho “ gave " their services. Strictly speaking, there 
should be four entries ; the first twn debiting “ Wages Account 
as the receiver of the benefit of these services and crediting the 
employees. Upon payment, the remaining entries wnuld be to 
debit the individual employees w'ho received the cash and to 
credit the Cash Book as the “giver." In j^ractice, this method 
is shortened, no personal accounts being opened for the employees, 
either individuaUy or collectively, but on payment of the amount 
the iteni is entered on the credit side of the Cash Book and is 
posted direct to the debit of Wages Account. 

(4) This item is treated similarly to (3), viz., by a credit entry 
in the Cash Book and a debit to Rent Account in the ledger. 

(6) W. Smith “ receives " £220, which is “ given " by the Cash 
Book, hence the item is entered on the credit side of the Cash 
Book and is posted to the debit of W. Smith's personal account 
in the ledger. 

(6) This transaction is similar to (2), hence C. Pirrie is debited, 
while Goods Account, which jields the benefit, is credited. 
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(7) This item, being a cash receipt, is entered on the debit side of 
the Cash Book and posted to the credit of L. Pain's personal account. 

(8) and (9) These transactions are dealt with in a similar 
manner to (1); Goods Account being debited, whilst the accounts 
of W. Smith and D, Perkins are respectively credited. 

(10) As in (3), this item is entered on the credit side of the 
Cash Book and debited to the Wages Account. 

(11) This transaction is dealt with as indicated for (7). 

(12) As with Wages and Rent, enter the payment on the 
credit side of the Cash Book, and post to the debit of Sundry 
Expenses Account. 

The Journal, Cash Book and Ledger Accounts recording lire 
above transactions appear as follows :— 


JOURNAL. 

Folio 1. 





Dr. 

_ _ 

r 

V. 


19., 




£ 

B. 

d. £ 

B. 

d. 

.Jan. I" 

Goods Acx)unt 

. Dr. 

10 

112 

10 

0 



' To C. Hall . 

• 

6 



112 

10 

0 

Beifig purchase of 100 carpets at 







22s. C)d. each. 



j 


1 



.. 4 

Brown 

. Dr. 

7 

i 

i 51 

0 

0 



1 To Goods Account 

. . 

10 

i 


51 

0 

0 

Being sale of 12 bedsteads at 855. 







j each. 





i 




C. Pirrie 

. Dr. 

3 

211 

5 

I 

0 1 



! To Goods Account 

. . 

10 



1 211 

5 

0 


BeiTig sale of 50 

£ s. d. 








mattre.sses at 605. 

. 150 0 0 




1 




50 mattress covers 





1 




at 85 . 6 d. . 

21 5 0 




1 




50 bolsters at 85 . 

20 0 0 




1 




100 pillows at 45. 

20 0 0 




i 





£211 5 0 







10 

— 

Goods Account 

. Dr. 

Id i 

26 

10 

0 




To W. Smith . 


4 1 

1 


26 

10 

0 


Being purchase of 3 









mahogany tables 

£ 8. d. 








at £5 IO 5 . Od. 

10 10 0 








1 settee . 

. 10 0 0 









£26 10 0 







„ 12 

Goods Account 

. Dr. 

10 

19 

5 

0 




To D. Perkins 

• • • 

6 



19 

5 

0 


Being purchase of 10 bedsteads at 








38«. 6d. 

— 











£420 

10 

0 £420 

10 

1 
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CASH BOOK. 


Folio 1. 


Dr. 

Receipts. 



Payments. 


Cr. 

Date. 

Accounts. 

Fo. Amount. 

Date. 

1_ 

Accounts. 

Fo. 

Amount. 

19.. 


! £ 8. d. 

19.. 


Led. 

£ 8. d. 

Jan. 1 

To Balance 

J. 1 686 0 0 

Jai. 6 

By Wages . 

11 

24 0 0 



Led. 1 

„ 5 

„ Rent 

12 

38 0 0 

. 8 

„ L. Pain. 

2 i 200 0 0 

1 » 6 

„ W. Smith 

4 

220 0 0 

12 

„ C. Pirrie 

3 I 336 6 0 

.. 12 

1 ,. Wages . 

11 

24 0 0 



1 

1 .. 12 

„ Sundry Ex- 





1 


! penses 

13 

4 10 0 



i I 

! „ 12 

j „ Balance 





1 ! 

i 

carried down ; 

1 

909 16 0 



£1,220 6 0 1 


i 

1 


1 £1,220 6 0 

Jan.l3 

To Balance 

! - 1! 

: li 





brought down 

909 16 0 






Dr 

19.. 


CAPITAL ACCOUNT. 

"li 

£ 8. d. i| 19.. 

I Jan. 1 By Balance 


Account No. 1. 

Or, 


I £ 3 . d. 

J. 1 ; 1,626 0 0 


Account No. 2. 

Dr. L. PAIN. Cr. 


19.. 



£ 8. d. 

19.. 

^ £ 8. d. 

Jan. 1 

To Balance 

J.l 

260 0 0 

Jan. 8 By Cash . 

C.B. 1 1 200 0 0 





„ 12 „ Balance 






carried down. 

I 60 0 0 




£260 0 0 

. 

1 

i £200 0 0 

Jan.13 

To Balance 



1 

1 


brought down 


60 0 0 

1 




Account No. 3. 

Dr. C. PIRRIE. Cr. 


19.. 


£ 8. d. 

19.. 


! 

£ s. d. 

Jan. 1 

To Balance , J. 1 

124 0 0 

Jan. 12 

' By Cash 

C.B. 1 j 335 6 0 

» 8 

„ Goods . , J. 1 

211 6 0 



1 



£336 6 0 



I £33S 6 0 

r 
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Accouni No. 4. 

Dr W. SMITH. Or. 


19 . 

1 £ e. d. 

'! 13.. 


! 

£ s. <1. 

Jan, 6 

1 To Cash ! C.B. I 220 0 0 

! Jan. 1 

By Balance 

J. 1 

320 0 0 

12 

„ Balance ( j 

: M 10 

„ Goods 

J. 1 

26 10 0 

j 

carried down i 126 10 0 






I £346 10 0 




£346 10 0 


■ 

Jan.13 

By Balance 




i 


brou(jht down 

1 

126 10 0 


Account No. 5 


Dr. 


D. PERKINS. 



Cr. 

19.. 

i ; 

‘ 1 

£ s d. 

19.. 



£ s. d. 

Jan. r* 

■ To Bala i( c 


Jan. 1 

By Balance 

J. 1 

490 0 0 


! carrltd doivn j 

I j 

509 5 0 

” 

„ Goods 

J. 1 

19 5 0 


I I 

I £509 5 0 



i 

£509 5 0 


■ I 

, i 

i 


By Balance 

1 




j 

j Jan, 13 

brought down 


509 5 0 


Dr. 


G. HALL. 

Account No, G. 

Cr. 

19.. : 

' 

£ s. d. [ 19.. 

' 1 ' ’ ' .. 

1 £ s. d 



: Jan. 3 By Goods 

1 J. 1 112 10 0 


Dr. 


C. BROW.N. 


Account No. 1. 

Cr. 


19.. 

Jan. 4 To Goods 


, i £ s. d. 

I J. 1 16] 0 0 


19- 


£ 8 . 


d. 


Dr. 


MOTOR VAN 


Accx)unt No. 8. 

Cr. 



'j 

1 

r A i 

£ 8. d. i 

19.. 




To Balance 

j J. 1 

180 0 0 j 
■1 









4 ' 
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Account No. 9. 

Dr. RHOP FITTINGS. Cr. 


19.. 

Jan. 1 

To Balance 

£ 3. (1. I 

J. 1 200 0 0 

19.. 1 

1 


£ 8. d. 






Account No. 10. 

Dr. 



GOODS ACCOUNT. 


Cr. 

19.. 



£ 8. d. 

19.. 


£ 8. d. 

Jan. 1 

To Balance 

J. 1 

986 0 0 

Jan. 4 By C. Brown . 

J. 1 

61 0 0 

,, 3 

„ C. Hall 

J. 1 

112 10 0 

„ 8 „ C. Pirrie . 

J. 1 

211 5 0 

„ 10 

„ W. Smith . 

J. 1 

26 10 0 

„ 12 Balance 



» 12 

„ D. PerkiiLs . 

J. 1 

19 5 0 

carried down 


882 0 0 




£1,144 r> 0 



£1,144 6 0 

Jan. 13 

Tr^ Balance 







brought down 


882 0 0 









Account No. 11. 

Dr. 



WAGES 


Cr. 

19.. i 



£ s. (1. 

19.. 


£ s. d. 

■Jan. 5 

To Cash . 

C.B. 1 

24 0 0 

Jan. 12 By Balance 



„ 12 i 

,, Cash . 

C'.B. 1 

24 0 0 

curried down 


48 0 0 




£48 0 0 



£48 0 0 

Jan. 13 

To Balance 




1 


! 

brought down 


48 0 0 









Account No. 12. 

Dr. 



RENT 


Cr. 

19.. 



£ 8. d. 

; 19,. , 

j 

£ s. d. 

Jan. 6 

To Cash . 

C.B. 1 

38 0 0 

, 

I 








Account No. 13. 

Dr. 



SUNDRY EXPENSES. 


Cr. 

19.. 



£ 3. d. 

19.. 


£ 8. d. 

Jan. 12 

To Cash 

C.B. 1 

4 10 0 


! 
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W. SPEEDY 

Trial Balance as at 12th January, 19.. 


Folio. 

Name of Accaunt. 

Dr. 

Cr. 



£ s. d. 

£ s. d. 

1 

Capital Account .... 


1,626 0 0 

2 

L. Pain ...... 

60 0 0 


4 

W. Smith. 


126 10 0 

5 

D. Perkins. 


609 6 0 

6 

0. Hall. 


112 10 0 

7 

C. Broum ..... 

61 0 0 


8 

Motor Van ..... 

180 0 0 


9 

Shop Fittings .... 

200 0 0 


10 

Goods Account . . . . j 

882 0 0 


11 

Wages 

48 0 0 


12 

Bent . . . . I 

38 0 0 


13 

Sundry Expenses . 

! 4 10 0 


O.B.l 

1 

Cash at Bank 

! 909 15 0 


1 

' 

£2.373 5 0 

£2,373 6 0 

j 

__ ... . . 


.... 


I'le iofi'going example terminates at the Trial Balance, the 
iiitoi/ratieu given in the particulars being insufficient for the 
compi'./don ot‘ the Profit and I^oss Account and Balance Sheet. 
Fov instance, it is necessary to know the value of the goods 
rem''*:’^i;ng unsold on 12th January in order to ascertain the 
amount or gross profit resulting from the transactions during the 
period, it it is assumed that the value of the unsold stock on 
12th January was £950, the Goods Account can be completed in 
the following manner :— 


Dr. 


GOODS ACCOUNT. 


Cr. 

19.. 


£ 

8. 

d. 

19.. ' 

£ 

8. 

d. 

Jan. 1 

To Balance (value of 




Jail. 4 By C. Brown 

51 

0 

0 


Goods on hand) . 

986 

0 

0 

„ 8 „ C. Pirrie 

211 

6 

0 

„ 3 

„ C. Hall 

: 112 

10 

0 

„ 12; „ Balance {value of 




,, 10 

„ V Smith . 

i 26 

10 

0 

Goods on hand) 




» 12 

„ D. Perkins . 

i 19 

6 

0 

cjd. . 

950 

0 

u 

» 12 

„ Balance—Gross Pro¬ 









fit transferred to 

; 




i 




Profit and Loss 





1 




Account . 

68 

0 

0 

1 

j 






1 £1,212 

b 


j 

£1,212 

5 

0 

Jan. 13 

To Balance bjd. 

! 

j 950 

0 

i 

0 ' 

'i 

! 





Note.—T he abbreviations “e/d” and “b/d” can bo used in place of “carried 
down” and “ brought down” respectively. 

The closing value of stock on 12th January forms the com¬ 
mencing value for the next period. This method of constructing 
the Goods Account is, however, now obsolete for practical purposes. 
Modern book-keeping methods provide for the subdivision of 
accounts so as to ensure that more classified information is 












THEORETICAL BOOK-KEEPING 


29 


available. Hence, the Goods Account is divided into three 
separate accounts, viz. :— 

(a) Stock Account; 

(b) Goods Sold (or Sales) x4ccount; 

(c) Goods Bought (or Purchases) Account. 

The purpose of the first of these accounts is to record the stock, 
or balance of goods on hand at the beginning and end of the 
trading period. The second account is credited with the proceeds 
of all outgoing goods, while the third account is debited with the 
cost of all incoming goods. At the end of the trading period, these 
accounts are closed by transferring the balances to a Trading 
Account, the balance of which represents the gross profit (or loss) 
for the period covered by the account. 

Assuming that the foregoing exercise had been dealt with in 
this way, the accounts recording W. Speedy's transactions in 
goods " will appear as shown on tliis and the next page, the 
closing journal entries being as follows :— 


JOURNAL. 


Dr. 


Cr 



19.. 


\ ^ 

8. 

d. 

£ 

8 . 

d. 

Jan. 12 Trading Account 

Dr. 

986 

0 

0 




To St<)ck Account . 


1 



986 

0 

0 

Being value oj stock on \st Jan. 19.. 

! 

j 






,, 12 Trading Account 

Dr. 

158 

5 

0 




j To Purchases Account 





158 

5 

0 

! Being total purchases jor period. 





i 



12 I Sales Account .... 

Dr. i 

262 

5 

0 




i To Trading Account 

• 1 




262 

5 

0 

Being total sales for period. 








,, 12 Stock Account .... 

Dr. 

950 

0 

0 




; To Trading Account 





O'd 

0 

0 

Being value of stock on hand 

at 







this date. 

















[ 

£2,356 

10 

0 

£2,356 

10 

0 


Dr, 


STOCK ACCOUNT. 


Cr. 

19.. 


£ 8, d. 

19.. I 

£ 

8. d. 

-Jan. 1 

To Balance 

986 0 0 

Jan. 12 : By Trading 




; 


1 Account 

986 

0 0 

Jan. 12 

To Trading \ 



i 



Account 

950 0 0 

i 

1 


Dr. 


PURCHASES 

ACCOUNT. 


Cr, 

19.. 



£ 8. d. 

; 19.. ! 

! £ 

8. d. 

•fan. 3 

To C. Hall 


112 10 0 

Jan 12 i By Trading \ 

j 


» 10 

„ W. Smith 


26 10 0 

1 Acc4yuni 

1 158 

5 0 

H 12 

„ D. Perkins 


19 5 0 

; 1 

i j 

: 





£168 6 0 

1 

i 

£158 

6 0 


i 
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Dr, SALES ACCOUNT. Or. 


19.. is. (1. 

Jan. 12 [ To Trading 

1 Account . 262 5 0 1 

i 1 1 

19.. 
Jan. 4 
„ 8 

' £ s. d 

By C. Brown . 61 0 0 

„ C. Pirrie , j 211 5 0 

i £262 5 0 1 

: ^ ... 1 

' 

1 

£202 5 0 


TRADING ACCOUNT. 

Dr. For Period from 1st January to 12th January, 19.. Cr. 


— 

— . 1 

— 




.. ^— 





19.. 


£ 

s. 

d. 

19.. 



£ 

8. 

d. 

Jan. 1 

To Stock 

986 

0 

0 1 

.Jan. 12 

Bv Sales 


262 

5 

0 

» 12 

„ Purchases 

168 

6 

^ i 

„ 12 

„ Stock 


950 

0 

0 

„ 12 

„ Balance, being 



1 

1 








Gross Profit, 











carried to 



j 








Profit pnd 











Loss Account 

68 

0 

0 i 








' 

£1,212 

6 



i 


£1,212 

6 

0 




I 

1 

1 




Tiirre aocoijnts are more fully explained in a subsequent 
chapter For the present, students are recommended to work 
tbeh exercises as far as the Trial Balance only, joumahsing all 
tran&ii> other than cash, which, as explained, v.ill be fully 
recorded in the Cash Book. It is again emphasised that sound 
knowledge of the main principles of double entry, and facility 
in the art ot making correct entries, is to be acquired only by a 
thorough study of the Journal, and constant practice in its use. 


EXERCISE 1. 

A. EK one Double Entry Bookkeeping. 

B. Explain the uses of the Journal, Cash Book and T/:dg»T. 

C. What are Real, Personal and Nominal Accopate ? Give an exiimple of 
each. 


D. E. J. Turner started in business as a *vhol' sale fruit dealer on 1st September. 
At that date hLs assets were as follows :— 

Cash, £1,012; Stock of Fruit, etc., £175; Fittings, Biiskets, etc., £21. 
He had no liabilities. 

You are required to open his 1/edger as on 1st September, with the above 
particulars and to post thereto, through the Journal and Cash l^ok, the under¬ 
stated transactions ;— 

19.. 

Sept. 1. Bought for cash 5*) bushels of “Cox’s Orange” apples, at Qs. per 
bushel. 

„ 3. Sold, on credit, to B. Brown, 20 bushels “ Worcester Pearmain “ 

apples, at 8s. 6d. per busheL 
„ 4. Paid wages, in cash, £6 7s. '6d. 
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19.. 

Sept. 5. Bought, on credit, from R. Robinson & Co., 30 bushels “ William ” 
pears, at 10s. per bushel. 

„ 6. Paid in cash, carriage £3 17s. 2d. 

„ 8. Sold, on credit, to S. Smith, 10 bushels of “ Cox’s Orange ” apples, 

at 10s. 9d. per bushel. 

„ 9. Bought, on credit, from J. Jones & Son, 56 bushels of “James 

Grieve ” apples, at 8s. lOd. per bushel. 

„ 9. S. Smith returned half a bushel of apples sold him on the 8th inst., 

as “ not up to sample.” {Debit Fruit (or Goods) Account and credit 
S, Smith.] 

„ 10. Paid R. Robinson & Co. the amount of their account. 

„ 11. B. Brown & Co. paid their account. 

„ 12. Purchased, for cash, new weighing machine, £9 lOs. 

„ 13. Paid, in cash, wages £6 10s. 

Balance the Cash Book and ledger us on 13th September, and extract a Trial 
Balance. 

E. James Crowther started business on 1st January as a General Dealer. 
On that date the state of his affairs was as follows :— 

Cash, £343 6s. lOd. Stock on Hand, £268 10s. 6d. Furniture 
and Fittings, £94. Sundry Debtors: H. Dickson, £18 10s.; M. 
* Ravary, £39 ITs. 6d.; H. V. Machin, £26 18s. 4d. Sundry Creditors : 
H. Hadley, £12 4s. 8d.; M. Melody, £21 4s. 6d. 

Open the accounts necessary to record the above particulars in the Ledger, and 
post thereto, through the Journal and Cash Book, the following transactions:— 
19.. 

Jan, 2. Sold to M. Ravary on credit, 4 rolls serge at £16 10s. 6d. per roll. 

„ 3. Paid wages £6 la. 6d. 

Bought, on credit, from H. Hadley, 60 oUskin coats at £11 Is. 6d. each. 
„ 6. H. Dickson paid his account. 

„ 6- Paid the amount owing to M. Melody, 

Cash sales for week, £32 8s. 6d. 

„ 8. Bought for cash, 16 overcoats at £2 2s. each. 

9. Paid H. Hadley the amount of his account. 

„ 10. Purchased, for cash, new oflicc desk, £12 10s. [Debit Office Fur iUure 
Account and credit Cash,] 

Paid wages £7 10s., and office expenses, £1 8s. 7d. 

„ 12. M. Ravary paid £25 on account. 

„ 14. Cash sales for week, £42 10s. 8d. 

Balance the Cash Book and Ledger as on 14th January, and extract a Trial 
Balance. 

F. A. Welwjm commenced business on Ist January as a cloth merchant 
with £1,000 cash. His stock in hand consisted of ten rolls of Tweed, which cost 
£28 per roll, purchased in December, on credit, from G. Serge & Sons, but not yet 
paid for. Welwyn’s transactions for the month of January were as follows 

19.. 

Jan. 1. Sundry Expenses, £2. 

„ 3. Purchased, on credit, from Chatenay & Co., Velvet £92. 

„ 4. Sold, on credit, to George Dickson, 3 rolls Tweed, at £34 per roll. 

„ 6. Paid wages, £7 10s. 

„ 6. Sold, for cash, 6 yards of Tweed, at 20s. per yard. 

„ 7. Received cash from George Dickson, for the amount of his account. 

„ 8. Paid G. Serge & Sons their account. 

„ 10. Returned to Chatenay & Co. Velvet value £12, damaged. [Debit 
Chatenay ds Co., and credit Goods Account.] 

„ 12. Paid wages, £8 158, 

„ 13. Paid carriage, £1 2s. 6^. 
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19.. 

Jan. 14. Purchased, on credit, from D. Barton, Tweed, £64 Ss. 6d. 

„ 15. Sold, on credit, to R. Alexander & Co., Tweed, £28 9s. 

Oyen the Ledger Accounts and post the above transactions thereto, through 
the Journal and Cosh Book. Balance the Ledger, bring down the balances and 
extract a Trial Balance as on 16th January. 

G. F. Heat started in business as a coal merchant on 1st October. At that 
date he possessed a horse and cart, valued at £120, and cash, £660. He owed 
£100 to his brother, H. Heat, for money lent. 

Heat’s transactions during October were as follows :— 

19.. 

Oct. 2. Purchased, on credit, 50 tons of best household coal from Nuneaton 
Colliery Co., at 68s. per ton. 

„ 4. Sundry Expenses, £5 16s. 2d. 

„ 5. Sold, on credit, to George Norwood, 15 cwt. of coal, at 4s. 8d. per cwt. 
„ 6. Sold, for cash, 5 cwt. of coal, at 48. 6d. per cwt. 

„ 8. Paid salaries and wages, £8 28. 6d. 

„ IL Purchased, on credit, from B. Farmer, IJ tons of hay, at £8 per ton. 
„ 12. Paid Nuneaton Colliery Co. the amount of their accoimt. 

„ 16. George Norwood paid his account 
18. Paid salaries and wages, £9 18s. 7d. 

. „ 19. Purchased, on credit, from Cardiff Coal Co., 20 tons steam coal, 
at 628. per ton. 

„ 22. i'Old, on credit, to Bracebridge Flour Mills, Ltd., 10 tons steam 
coal, at 68s. per ton. 

„ 23. Returned to B. Farmer, J ton of hay, damaged. 

„ 26. (Wdiff Coal C/O., allowed 15s. for short weight in coal purchased 
from them on the 19th instant. 

Open the ledger accounts and post above transactions there to, througli the 
Journal ard Cash Book. Balance the Ledger, bring down riie balances and 
extract Trial Balance as on 26th October. 

H. A. Argent commenced business, as a wholesale draper, on L t January. 
His financial position on that date was as follows :— 

Cash, £694; Furniture and Fittings, £372; Stock on hand, £985; 
Debtor: D. Perkins, £78; Creditor: A. Barbier, £308. 

Open the necessary accounts in the Ledger to record the above particulars, 
and post thereto, tluough the Journal and Cash Book, the following trans* 
action":— 

19.. 

Jan. 2. Purchased, on credit, from D. Dennisoi'.— 

3 dozen wool scarves at 6s. lid, e^ch. 

1 gross beaded trimmings at 4^. 6d. per dozen 
„ 4. Returned, to D. Dennison, 6 so^arvos as faded. 

„ 6. Paid salaries and wages, £32. 

„ 6. Paid £200, on account to A Baibier. 

„ 8. Pu^chas^•d, for cash, job ht of 20 velour costumes at two guineas 

each. 

„ 10. Sold, on credit, to D. Perkins, 60 costumes at £2 12s. 6d. each. 

„ 13. Paid officfi salaries and wages. £34. 

,, 14. Cash sales to date, £87. 

„ 16. Paid for packing niaterials, £49; railway carriage, £12 4s. 6d. 

„ 17. D. Perkins sen* cash in settlement of his account. 

„ 20. Purchased, for cash, new show case, £75. 

„ 22. Paid D. Dennison the amoun - of his account 
Balance the Ledger and Cash Book, as on 22nd January, and extract a Trial 
Balance. 




CHAPTER II 


SALES, PURCHASES AND OTHER JOURNALS 

The Journal and its Sub-divisions. 

The Journal is the original book of prime entry in wliich all 
transactions, other than the receipt and payment of cash, are 
entered before being posted to the Ledger. But in all except the 
smallest businesses it is physically impossible for a single clerk 
to joumaUse the whole of the transactions, and as it is equally 
impossible for numerous clerks to work simultaneously on the 
same book, it obviously becomes necessaiy, in such circumstances, 
for more than one journal to be provided, or for the journal to be 
split hp into several separate sections. 

In practice the latter alternative is adopted, and because the 
majority of journal entries can be divided into a few broad classes, 
the principal journal is divided into a number of subsidiary 
journals, each of which is reserved for the recording of one par¬ 
ticular class of transaction, e.g., sales or purchases. 

This method of dividing up the Journal has a dual advantage ; 
it enables the individual book-keeper to concentrate his attention 
upon one class of entry, so permitting him to achieve the 
maximum speed and accuracy ; and it reduces considerably 
the work of posting to the Ix^dger and tends to keep this book 
free from unnecessary detail. 

For example, if six sales were made to A, B, C, L), E and 
F respectively, the ordinary journal entries would be ; 





Dr. 


f 

V. 





£ 

s. 

d. 

£ 

s. 

d. 

A’s Account . 


. Dr. 

15 

7 

3 




To »Salc8 Account 

B’s Accomit . 


. Dr. 

4 

2 

4 

15 

7 

3 

To ^alcs Account 

O’s Account . 


\ Dr. 

81 

0 

0 

4 

2 

4 

To Bales Account 

D’s Account . 


\ Dr. ; 

1 17 

1 

11 

81 

0 

0 

To Sales Account 

E’s Account . 


! Dr, 

! 

i 10 

12 

9 

17 

1 

11 

To Sales Accoimt 

F’s Accoimt . 


\ Dr. 

1 

r ^ 

19 

1 

10 

12 

9 

To Sales Account 



i 



5 

19 

1 




|: £134 

3 

4 

£134 

3 

4 



’ i 

j| 







S3 
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By this method, twelve separate postings are involved, but if a 
journal is kept specially for sales transactions, practically half 
the clerical work can be eliminated by scheduling the various 
transactions in the Sales Journal, from which the individual 
debits are posted to the respective personal accounts, and the 
total of the credits to the Sales Account, thus: 


SALES JOURNAL. 


Date 

Ledger 

Folio. 



A’g Account. 

£ 8. d. 

15 7 3 


B’3. 

4 2 4 


C’s „ . 

81 0 0 


D’s .. 

17 1 11 


E’s .. 

10 12 9 

I 

F’s „ . . ... 

5 19 1 

1 

1 

1 

Total credited to Sales Account ; 

i ^ 

£134 3 4 


'ti 0 subsidiary journal in which sales are recorded before 
pc':ting "0 ^he ledger is variously known as the Sales Journal, 
the > ties Day Book, or the Sales Book. 

Each of the items entered in this book is posted individually 
tc 'hio deoit of the personal account affected, wliile the equivalent 
credit entry is made periodically (usually every v.eek or month) 
to the Sales Account for the total sales of that period. 

Thus, although there may be thousands of debit entries to 
various personal accounts, they are equalised in total, and the 
basic principle of double entry is fully maintained by the balanc¬ 
ing credit entry in the Sales Account. 

In a similar manner, separate books are used for — 

(a) Purchases, which are recorded in the Purchase 

Journal; or, as it is alternatively called, the 
Bought Day Book, Bought J ivoiee Book, Purchases 
Day Book or Purchases Bo'jK. 

(b) Returns inwards, i.e., goods previously sold which 

are returned by customers. These are recorded in 
the Sales Returns Book, sometimes termed the 
Returns Inwards Book. 

(c) Returns outwards, I.e., goods purchased which are 

returned to the supplier. These are recorded in 
the Bought Returns Book, otherwise known as 
the Returns Outwards Book or Purchases Returns 
Book. 

(d) Bill of Exchange transactions, which are recorded 

in the Bills Receivi.<.ble Book or the BiUs Payable 
Book as the case may be. 
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Credit Sales. 

In cases where goods are sold upon credit terms, it is 
necessary that a full record of each transaction be made and kept 
available for future reference. This record will appear in the 
Sales Day Book and the Ledger, and an Invoice giving full 
particulars of the transaction will be sent to the customer. An 
Invoice may be defined as a statement containing a description 
of the goods sold, their quantity and prices, with a note of the 
terms arranged. The Invoice also serves as an advice that the 
goods have been dispatched. 

The following is a specimen form of commercial invoice in 
general use:— 

INVOICE. 


Messrs. Brown, Ltd., 

6, High Street, 

' Bedford. 


12, Aldbrsgatb Street, 
London, E.C.l, 

31«< Januaryy 19, 


Bought of J. & A. MARSHALL. 

Terms: 2J% Discount, Monthly Account. 


12 i Oak Tables . . . @ 

20 1 Oak Bedsteads . . , @ 


Less Trade Discount, 33J % 


I Carr. Pd, 

I Per L.M. & S. RIy. 



£ 

: s. 

; d. 

85/- 

61 

0 

i 0 

100/- 

100 

1 0 

0 


151 

i 0 

0 


60 

; 6 

8 


— £100 I 13 4 


Cash Sales. 

When goods sold are paid for at the time of sale, there is no 
necessity to raise personal ledger accounts for each transaction, 
as, the sale being concluded, the identity of the customer is 
immaterial. More usually, a memorandum Cash Sales Book is 
kept to record particulars of such transactions, the total of each 
week's (or, preferably, each day's) takings in respect of cash sales 
being paid into the bank and entered on the debit side of the Cash 
Book, whence it is posted to the credit of Sales Account (or a 
special Cash Sales Account) in the Ledger. 

Trade Discount. 

This is a form of allowance which is made by manufacturers 
and wholesale dealers to agents or retail shopkeepers, and is 
a proportion allowed off the hst or catalogue prices of goods 
supplied. 
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In many classes of business, particularly in the Furniture 
and Ironmongery trades, price lists and catalogues are issued 
giving standard (or retail) prices for the articles hsted and 
described therein. As these price lists are often shown by 
retailers to prospective customers, the trade discount, which 
forms part of the agent’s or the retailer^s profit, is not disclosed 
in the price list, but is intimated to the dealer by means of a 
separate memorandum. 

Again, in some trades, prices are subject to constant fluctua¬ 
tions. In such cases it is obviously advantageous for the 
manufacturer to be able to adjust his prices by simply advising 
his customers of an alteration in the rate of trade discount, instead 
of being compelled to incur the expense of revising and re-issuing 
his price iists and catalogues at frequent intervals. 

The alteration of the rate of trade discount has the effect of 
-i.djlisting quotations in the catalogue to the prevailing market 
conditions. 

The effect of the trade discount—as between the manufacturer 
and ihe trader--is to reduce the price of the article to its true 
price. In modem practice, the trade discount is 
doducied f voio the gross selling price on the invoice, and only the 
net Sc ding oc purchavse price appears in the respective Da}" Books. 
The net ajnount thus shown is entered by the seller in the total 
cc>!n ; oi' his Sales Day Book, and it is this not amount which is 
debited to the customer’s personal account in the Sales Ledger. 
Oi: his pai-t the buyer enters the net amount only in his Purchases 
Book, crediting the same amount to the seller's account in the 
Bought Ledger. Specimen entries are shown on pages 4b and 47. 

Cash Discount. 

In order to inauce customers to pay their accounts promptly, 
it is common practice for the creditor to make a percentage 
allowance—termed ‘‘Cash Discount'—if the accr/unt is paid 
within a specified time. Thus, an account may be subject to a 
cash discount of 5 per cent, it paid withi n, seven days from date 
of invoice, or “ 2i per cent., monthly account.'’ 

The term “ monthly account" is variously interpreted in 
different trades and even by differ*uit firms in the same trade. 
For example, it may mean one month from date of invoice," 
but an equally common interpretation is that all goods invoiced 
(luring any given month must be paid for not later than the 
15th day of the following month in order to secure the usual cash 
discount. Accounts not paid within the agreed period or by the 
fixed date are ‘‘net," i.e., must be paid in full without deduction 
of the discount. 

Cash Discount is not deducted from the invoice nor from the 
entry in the Journal; the allowance is contingent upon payment 



SALES, PURCHASES AND OTHER JOURNALS 


37 


within the prescribed period, and it is recorded in the creditor's 
books only when the allowance is made, i.e., upon receipt of cash 
in settlement before the expiration of the period of crecht given. 

It is important to distinguish carefully between trade discount 
and cash discount; the two tenns are not synonymous and, as 
has been explained above, they are differently treated in the books 
of account. It may happen that both classes of discount are 
allowable to the purchaser in respect of a particular transaction ; 
but while trade discount is a definite allowance made uncon¬ 
ditionally and irrespective of the date of payment, cash 
discount is allowable only if the stipulated conditions as to time 
of payment are fulfilled. 

Goods Outwards Book. 

It is a usual practice for all goods dispatched to customers to 
be recorded by the warehouseman, packer or other person respon¬ 
sible for their issue, in a Goods Outwards Book. This book does 
not fcjrm part of the double entry system, being purely a memor¬ 
andum book or diary, suitably ruled to enable the quantity, 
quality and otlier particulars of outgoing goods to be conveniently 
recorded. 

The main purposes of the book are to furnish information 
from which invoices can be subsequently prepared, and to pro¬ 
vide evidence of dispatch in the event of disputes concerning 
delivery. 

Goods Inwards Book. 

When goods are received by a trader from suppliers, particulars 
are entered by the yard foreman or storekeeper in a Goods Ir Awards 
Book. The required particulars are usually obtained from the 
suppliers’ delivery notes, which specify the quantity and description 
of each consignment, and which should be checked with the goods 
actually received. The book is similar in form to the Goods 
Outwards Book described above ; it is merely a memorandum 
book and should not be regarded as a book of account. Its 
purpose is to provide, in case of dispute, a detailed record of the 
particular goods received and of the actual date of delivery. 

SALES DAY BOOK 

The sales effected by a trader ordinarily constitute the major 
part of his everyday transactions, hence in large businesses it 
is frequently found that two sales day books are in constant use 
for each sales ledger ; one day book being used by the invoice 
clerk or clerks on Mondays, Wednesdays and Fridays, and the 
second book on Tuesdays, Thursdays and Saturdays. This 
method enables the ledger-keepers to post the sales of the previous 
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day to the ledger accounts without impeding the daily duties of 
the invoice clerks. 

The following is a specimen of the Sales Day Book in its 
simplest form :— 

SALES DAY BOOK. 


Date. 


Particulars. 


19.. 
Jan. 31 


:§l 


Brought forward 

Brown, Ltd., 

5 High Street, Bedford. 

1*2 Oak Tables @ 85/-each 
20 Oak Bedsteads @ 100/- „ 




Less 334 % trade discount 
-, ^ 


'an. 31 I C. Pirrie, i 

10 Broadway, Croydon. 
j 50 Ma tresses, @ 60/- each net 
I 50 Mattress Covers, @ 8/6 each 

; net.- 

i o(j Bolsters, 8/- each net . ; ^ 

KX) Pillows, @ 4/- each net . ; S 


Details. 

Invoice 

Total. 

£ 

B. 

d. 

£ a. 

d. 




1,078 1 

2 

51 

0 

0 



100 

0 

0 



161 

0 

0 



50 

G 

8 




— 

— 

100 13 

4 

160 

0 

0 



21 

6 

0 



20 

0 

0 ! 



20 

0 

0 




— 

— 1 

211 5 

0 

^ales Acco 

'int) 

£1,389 19 

6 


In practice, the total of the Day Book is carrh^d forward 
from page to page until the end of the month (or other period 
adopted), when the total for the period is credited to the Sales 
Account. 

Where a trader’s business consists of more than one depart¬ 
ment, each of wliich sells different articles or commodities, it 
is often desired to ascertain the results of the trading of each 
department separately. This may be ach^’eved by using separate 
books for each department, but a more convenient method is 
to use a columnar form of Day Book wita such additional analysis 
columns as may be required. An example is given on page 39. 
The combined totals of the analysis columns will, of course, 
equal the final total of the sales for the period as shown by the 
‘‘ Total of Invoice ” column in the Columnar Day Book. 

If it is desired to ascertain the actual profits made by each 
department of the business, other analysed records will be 
required in respect of the various departments. The Purchases 
Book must be ruled in a similar analytical form to the Sales Book, 
and separate records must be kept of the expenses of each depart¬ 
ment. In this way the trader is enabled to ascertain the profit 
earned—or loss sustained—by each section of his business. 







COLtJMNAR SALES DAY 


8ALK8, PURCHASES AND OTHEP- JOURNALS 


39 




This amo'uiit Post total to Post total to Post total to 

to he agreeit the cretlit of the credit of the credit of 

with the totals Furniture China Sale^ Frapery Sales 

of the analysis Sales Account. Account, 

col uni ns. Account. 
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Carbon Duplicate Invoices. 

In the example of a Columnar Sales Day Book given on page 
39, it will be noted that the particulars in the first four columns 
practically amount to a copy of the relative invoices. 

In practice it is more convenient to type and file a carbon copy 
of each invoice, numbered consecutively, and to enter up the Sales 
Day Book in the form given on page 40. Each entry is thus 
simpUfied by the omission of detailb, which can, however, easily 
be looked up by reference to the carbon copy invoice indicated 
by the number in the second column of the Day Book. 

Each copy-invoice should be inarked to show the folio upon 
which the sale appears in the Day Book, and, to facilitate the 
completion of the day book anaJ 3 ^sis columns, a summaiy show¬ 
ing the amounts applicable to each department should appear at 
the foot of the cop 3 ^-in\oice. All such copies should, of course, 
be filed in consecutive order to (mable instant reference to be 
madq to any particular invoice which may be reejuired. 

An alternative mt thod of producing copy-invoices is to use 
manifold day books. In this case, the invoice forms are inter¬ 
leaved with blank sheets and bound in book form, each invoice 
being perforated to enable it to be detached. When an invoice is 
written out, a sheet of carbon ])aper is inserted immediately 
beneath it, and so a duplicate copy is obtained. The invoice 
is torn out and semt to the customer, the carbon copy being 
retained in the book as a permanent record from which the Sales 
Day Book is written up as described above. Again, the mani¬ 
fold book itself may be used as a Day Book, the postings to the 
ledger being made direct from the copy-invoices, each page being 
totalled and carried forward to the end of the month, when the 
final total is posted to the credit of Sales Account. 

In some forms of this columnar day book the departmental 
analj^sis columns are given immediately after the customer's 
name, the ledger folio and invoice total columns being shown last. 
This variation in method docs not affect the principle of the book, 
but, in practice, it is usually found more convenient to have 
the name, ledger folio column and amount as close together as 
possible in order to facilitate the posting of the Sales Ledger. 

Goods on Approval or on Sale or Return. 

Goods are frequently sent to customers “ on approval,'' but 
as such transactions are not sales, and as the trader remams the 
owner of the goods until the prospective buj^er has signified his 
acceptance of them, such goods should not be treated in the books 
as ordinary sales. They must not be entered in the Sales Day 
Book, but it is necessary for the particulars to be entered in a 
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special book, which may be ruled in a style similar to that shown 
below:— 


GOODS ON SALE OR RETURN BOOK. 


Date. 

Particulars. 

Pool. Total of i 

dS. Pro Forma 
Invoice. 

Date 
sold or 
returned 

Sales 

Ledger 

Folio. 

Goods 

sold. 

Goods 

re¬ 

turned. 

19.. 

1 

i 


£ a. d. £ 8. d. | 

» 1 

1 1 
; i 

1 j 

19.. 

1 


£ s. d. 

i 

£ 8. d. 


* This column is unnecessary if duplicate invoices are tiled. 


This book is both a memorandum book and a special sales 
day book. When goods arc despatched, the selling price is 
1 ‘ntered in the “ Cash Details ” and ‘‘ Total of Invoice ’’ memo¬ 
randum columns, and no further entry is made until it is known 
that che goods have been accepted or returned. In the latter 
casi‘ they are entered in the “ Goods returned memorandum 
0 dmnu, Hud neither the entries made when the goods were des¬ 
patch, nor upon their return affects the double entry. If the 
goods sold they are extended to the ‘‘ Goods sold column 
arid ;'osb d to the debit of the customer's account in the Sales 
Ledg<;r. The total of this column is subsequently po?^Ted to the 
eredd of Sales Account. 

Thj difference between the total of the “ Pro Forma Invoice ” 
columi i and the combined totals of the “ Goods sold ” and “ Goods 
returned ’ columns represents the goods out on approval at any 
given date. For stocktaking purposes these goods outstanding 
must be reduced from selling price to cost price, and treated as 
ordinary stock for Balance Sheet valuation purposes. 

The advantages of a special Sale or Return Day Book are :— 

(1) At stocktaking goods out “ on approval cannot be 

treated as ordinary sales, and thus cause the gross 
profit shown to be fictitious. 

(2) A duplication of the work of invoicing and passing 

through the books, and of crediting and passing 
through the books is avoided. 

Where the nutnber of sale or return transactions is consider¬ 
able it may be necessary to extend the above ruling, in order to 
avoid unnecessary labour in bringing forward the details of out¬ 
standing goods ; this can be achieved by increasing the size of 
the book and arranging sections which will enable the balance 
to be carried forward to a succeeding period on the same page 
as the original entries. An example appears on page 44. All 
goods sent out during a period are entered in the left-hand section 
of the Day Book and those which have not been sold or returned 
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at the end of the period are entered in the balance column. 
This enables the left-hand section to be finally totalled and ruled 
off, the subsequent sale or return of the goods being entered in 
the right-hand portion. 

In order that a proper check may be kept upon the amount of 
goods outstanding it is necessary to keep the sale or return 
book up to date. Further reference to this matter is made in 
Chapter VII, when the question of stocktaking is considered. 

Cash Purchases. 

These transactions are comparatively rare, but when they 
occur, they are usually treated in a similar manner to Cash Sales. 
Upon payment of an amount in respect of such purchases an 
entry thereof is made on the credit side of the Cash Book and the 
item is subsequently posted to the debit of Purchases Account. 
Care must be observed to see that these items are correctly 
treated because occasionally such articles as new desks, office 
stools, loose plant or tools may be purchased for cash, in which 
cases the amounts must be debited to Office Furniture, Loose 
Tools; or other asset account as the case may be, and not to 
Purchases Account. In such instances, the entries in the Cash 
Book must show clearly the nature of the transactions, so that 
the correct postings may be made to the ledger. 

PURCHASES BOOK OR PURCHASES JOURNAL 

This book, wliich is sometimes styled the Bought Day Book 
or Bought Invoice Book or Purchases Day Book is, in form, 
similar to the Sales Day Book. 

The foliovN'ing specimen illustrates a form in common use in 
small businesses:— 


Date. 

PURCHASES BOOK. 







Particulars. 

Ledger ! 
Folio. 1 

i 

Details. 


Total of 
Invoice. 

19.. 



£ 

s. 

d. 

£ 

8. 

d. 

Jan. 3 

C. Hall, 

1 








Kidderminster. 

5 








100 Carpets 22s. (id. each 


112 

10 

0 





Less 20% trade discount . 


22 

10 

0 






1 



— 

90 

0 

0 

„ 10 

W. Smith, 

§ 








12 Curtain Road, Shoreditch. 

'4) 







i 

3 Mahogany tables (<v; £5 10s. 

Oh 

16 

10 

0 ! 




1 

each .... 


10 

0 

0 , 





1 Settee. 




—' 




j 


t.. 

26 

10 

0 1 





I Less 10% ti’ade di.scount . 

o 

o 

2 

13 

0 i 





! 




—i 

23 

17 

0 

12 

D. Perkins, 




1 





Birmingham. 

i 








10 Bedsteads (ri 38s. (id. each 1 

1 ^ 




19 

5 

0 


Total {posted to the debit of Purchases Accourd) 

£133 

2 

0 






SALE OR KLTCTRN T. Vs HOOK. 
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In practice, the totals are carried forward until the end of the 
month (or other period adopted), so that the periodical total is 
debited in one amount to the Purchases Account. 

It is usual to find that invoices for purchases are numbered 
consecutively, as received, so that they can be filed in numerical 
order ; and in these cavses detailed particulars of the purchases 
are not given in the Purchases Book. The entries made are then 
confined to— 

Date. Name. Invoice Led. 'j qtal of Invoice. 

I No. ImL. 

For convenience, the Invoice number is sometimes entered in 
the ledger in addition to the folio of the Purchases Book, so that 
if, at any time, it is desired to refer to an invoice, the Bought 
Ledger will immediately give the number to which reference 
should be made. 

The Purchases Book is normally used solely for the purpose 
of recording goods purchosed on credit for resale. If any other 
ex})enses (e.g., stationery, carriage, repairs, etc.) are incurred, or 
if any assets are purchased on credit, they require, in theory, to be 
passed tlirough the Piincipal Journal (see later in this Chapter). 
In ])ractice, however, this difficulty can be overcome by the use 
of a Columnar Purchases Book, whicli will now be described. 

Columnar Purchases Book. 

Where there are several departments in a business, an analytical 
Purchases Book is used similar in form to the Sales Day Book 
illustrated on page 40, except that additional columns are 
provided for expenses and for purchases of goods which are not 
solely applicable to any one department, e.g., Carriage, Packing 
Materials, Stationery, etc. The use of these columns mirimises 
the postings to the real and nominal accounts affected. Even 
where a business consists of one department only, an analytical 
Purchases Book is frequently used to classify the expenditure on 
various other items in addition to purchases of goods for re-sale. 

The example given on page 47 is a simple form of Purchases 
Book. The number of columns may be increased indefinitely 
according to the number of departments and other requirements 
of the business. For example, if the business buys funiiture, 
china and drapery for re-sale in separate departments, the 
“ Materials column would be replaced by three columns for 
furniture, china and drapery respectively. Again, if the business 
is one which makes numerous purchases of a commodity such 
as coal in coimection with its manufactures, a separate column 
headed “ fuel'' would be provided for this class of expense. 

Individually, the items are posted to the credit of the accounts 
of the respective supphers in the Bought I^edger, while the totals 
are posted to the debit of the appropriate real or nominal accounts. 

Where there is no specific analysis column for the particular 
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purchase or expense in respect of which an invoice or statement is 
received, the amount is extendedinto the “ledger '^column provided, 
whence it will be posted to the debit of the account concerned. 

It frequently happens that several classes of goods are obtained 
from the same suppher and charged on one invoice. It is then 
necessary to analyse the invoice before entering it in the Columnar 
Purchases Book. To facilitate the latter operation, it is usual to 
mark each invoice, as received, with a rubber stamp, and to 
indicate in the spaces provided the appropriate analysis column 
or columns affected and other particulars, thus :— 


INVOICE. 

The a. B. Trading Company, Ltd. 


London, llih January , 19... 


Dr. to J. & A. MARSHALL. 

Terms ; net. 


I To 9 Gross Cartons @ Id. each .... 
i „ 5,000 lPx8' Summit Manilla Envelopes @ £2 


£ 

8 . 

i 

5 

8 

0 1 

10 

0 

0 ! 

£15 

8 

0 


Good.® Inwards Book folio 


. 

102 

I Purchase authorised by . 

lU. 

Prices checked by ... 

P.S, 

Extensions checked by . 

P.8, 

Purchase Day Book folio 


. 

74 


£ 

«, 

d. 

Analysis ;— 




Packing . 

1 6 

8 

0 

Stationery 

; 10 

0 

0 


ns 

8 

0 






RETURNS BOOKS 

These books are ruled to correspond with the Sales Day 
Book and Purchases Day Book, and where the columnar method 
is employed for sales and purchases, the same columns must also 
be given in the returns books. 

The Sales Returns Book (or Returns Inwards Book) is 
ordinarily used for goods returned to the trader, because they 
are not in accordance with order, or because they are unsuitable, 
defective, or otherwise unacceptable ; allowances and rebates 
also may be entered in this book. The individual items are posted 
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to the credit of the personal accounts affected, while the periodical 
totals of the analysis columns are posted to the debit of the 
respective Sales Account or to special Returns Inwards Accounts. 

The Purchases Returns Book (sometimes termed the Bought 
Returns Book or Returns Outwards Book) records particulars 
of goods returned by, or allowances and rebates made to, the 
trader. The individual items are debited to the personal accounts 
concerned, while tlie periodical (e.g., monthly) totals of the 
analysis columns are credited to the Purchases Accounts affected 
or to special Returns Outwards Accounts. 

Credit Notes. 

It is customary for credit notes to be issued for goods returned 
or in respect of allowances made. A credit note has the reverse 
effect to an invoice, for it is a statement that the purchaser is 
credited with a specified amount, whereas an invoice is a state¬ 
ment that the purchaser is debited with a sum representing the 
^alue of the specified goods supplied. Usually, the body of the 
credit note is printed in red and the particulars also are detailed 
in red, so that these documents may be easily distinguished from 
invoi 'OS which are generally printed and written in black. 

BILLS PAYABLE AND RECEIVABLE BOOKS 

Where payment for a transaction is deferred for a few months, 
it a common practice for a bill of exchange pa}^able some time 
ahead to be drawn by the creditor on his debtor, by whom it is 
in duo course “ accepted to signify that he undertakes to pay 
it on the expiration of the specified period. To the creditor 
who draws the bill upon his customer, the document is termed a 
Bill Receivable, inasmuch as it represents money to be received 
at some future time ; to the debtor the document upon accept¬ 
ance becomes a Bill Payable, representing money which he has 
to pay at some future date. 

Transactions invohing the drawing, accepting and negotiation 
of bills are recorded in Bills Receivable and Bills Payable Books. 
In the Bills Receivable Book are entered j)articulars of bills 
representing amounts to be received from other parties. 

The entries in the Bills Receivable Book are made by the 
creditor when the bills are received from debtors, the amounts 
being posted from this book to the credit of the debtors' accounts, 
while the periodical totals are posted to the debit of the Bills 
Receivable Account in the Ledger. The Bills Receivable Book is 
thus a specialised form of journal. 

In the ^‘^ayable Book are entered particulars of all bills 
acc'^" der for the purpose of paying at a future date 

n to his creditors. The individual items are 
".ctive creditors’ accounts, and the periodical 
the credit of Bills Payable Account in the 
^ansactions, with specimen forms and rulings 
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of the relative books and accounts, are more fully treated in 
Chapter V. 


THE PRINCIPAL ” JOURNAL 

It now remains to consider what entries are passed through 
the “ principal'' journal, or, as it is sometimes called, ‘‘ the 
journal proper/' As will be realised from the foregoing explana¬ 
tions of the functions of the Cash Book, Bills Receivable and Bills 
Payable Books, Purchases and Sales Journals, etc., the adoption 
of such subsidiary books for the majority of the transactions 
which occur, limits the use of the principal journal, both as to 
the nature and the number of the entries. 

To ensure uniformity and effective supervision over the 
entries in the ledger, it is a generally accepted rule, in modem 
practice, that particulars of every transaction must be recorded 
in the principal journal, in one of the subsidiary journals, or 
in the cash book, before it is posted to the ledger. In other 
words, no entry should bo made in a ledger account except as 
a frosting from some book of “ original entry." 

Any transaction which camiot conveniently be entered in the 
cash book or in one of the subsidiary journals previously described, 
must be set out in the principal journal in a form which will 
facilitate the posting of the item to the ledger, and which will 
also give adequate particulars of the transaction for purposes of 
reference in the future. 

The principal journal is particularly useful for recording 
opening, closing and adjusting entries, and it will be found later 
that these are nowadays practically its sole functions. 

In some firms it is the practice to make direct transfers from 
one ledger account to another, but this procedure cannot be toe 
strongly deprecated. It is quite true that the ledger is the 
ultimate destination of all entries, and that a saving of time and 
energy is effected by making dhuct transfers from one ledger 
account to another, but nevertheless it is distinctly advantageous 
to have the details of, and the reason for, every entry set out in 
the principal journal or in one of the other books of prime entry'. 
The necessity for the detaihng of correct and adequate particulars 
is of special importance in the following cases, for all of which 
the principal journal is generally used :— 

(1) Opening a trader's books when he first commences 

business. 

(2) Making adjustments in respect of errors. 

(3) Making transfers and adjustments on the compilation 

of the periodical Trading and Profit and Loss 
Accounts. 

(4) Special items which cannot be recorded in any other 

subsidiary book, e.g., entries on the purchase of the 
assets, etc., of another business. 
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By utilising the principal journal for these entries, it is possible 
to marshal and arrange the entries concisely in chronological 
order, with a short explanatory narration showing the reasons 
for the entries. Moreover, when the journal is used in this way, 
there is far less risk of errors being made in connection with the 
accounts, and of transfers being entered in one ledger account and 
omitted from another. 

Classes of Entries. 

Entries in the Journal may be divided into two classes, simple 
and compound (or composite). A simple entry is one in which 
only two accounts are aJSected, viz., one account to be debited 
and another to be credited with an equal amount. 

In a compound entry there may be :— 

(а) Several accounts to be debited and only one to be 

credited ; or 

(б) One account to be debited and several to be credited ; or 

(c) Several accounts to be debited and several others to be 
credited. 

Jouri-a’ entries falling within classes (a) and (h) are generally 
i\'ifnod ‘‘“angle com])ound entries/’ and those in class (c) are 
gene- termed “ double compound entries.” Usually, the indi- 
\ddual items are of varjing amounts, but the main principle of 
double entry applies throughout, and in all cases “ the sum of the 
debits must equal the sum of the credits.” 

Compound entries piincipaUy occur in connection with open¬ 
ing and closing entries, examples of which are given on pages 23 
and 121. A compound journal entry should not be made in order 
to coTibine two entries which are not related or which do not 
occur on the same date, or where there is no common account to 
be debited (or credited) in more than one instance. 

The following illustration shows the use of the Journal in 
connection with the adjustment and correction of errors, and 
indicates the necessity for, and obvious use of, the narration :— 

EXAMPLE. 

Messrs Brown <fc Lord, Electrical En^'ineers, London, engaged Mr Hurst as 
their North of England representative. Under the terms of the agreement Mr 
Hurst is to receive one-tenth share of the net profits of the business, and in 
addition, 2J per cent, commission on all sales effected by him. The net profits 
for the year ended 31st Deccmbj r, 19. . amounted to £1,500, and Mr Hurst was 
duly paid £450, representin'; his share of profits and commission, as per agree¬ 
ment.^ Upon the accounts 't»eing audited, however, it was ascertained that Mr 
Hurst’s commission bad been under-estimated, the correct amount of sales 
effected by him being £14,117 13s. 

You are required to give the journal entry necessary to rectify the above error. 
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JOURNAL. 


19.. 

Deo. 31 




' 

Fo.! 

1 

Dr. 

Cr. 



1 

£ 8. 

d. 

£ s. d. 

Profit and Ix)S8 Account . 

. Dr. 


47 13 

0 


To Mr Hurst’s Account 

. 

1 



47 13 0 

Being Commission of 2J% 






on Sales amounting to 

£ 8. d. 





£14,117 135.. and . 

352 18 10 





10% Commission on Net Profits 






* [£l,500--(£362 185. I0d„- 






£300)=£1,447 I 5 . 2d.] 

144 14 2 






£497 13 0 i 


Less Amount previously credited: 

2J% Commission on Sales 
amounting to £l'2y000 . £300 
10% Commission on Net 
Profits, £1,500 . . 160 

460 0 0 


Extra Commission now credited £47 13 0 


* Commission on sales must be charged before arriving at the net profits. 


Special Journals. 

In addition to the subsidiary books or journals already 
mentioned, special types of journals are used in some businesses 
or undertakings, e.g., auctioneers, estate agents, stockbrokers, 
insurance companies, shipping companies, etc. These special 
books necessarily vary according to the requirements of the' 
business or undertakmg, and according to the nature of the 
transactions which occur. Detailed consideration of the nature 
and purpose of such special journals is beyond the scope of this 
book, but it may be stated that the principle of subdivision and 
classification of the transactions to be recorded is their dominating 
feature. Hence, it will invariably be found that the individual 
detailed items are posted to the debit (or credit) of the various 
personal accounts, while the equahsing credit (or debit) entries 
are made periodically en bloc to the appropriate nominal or real 
accounts. 

The main purpose of the Journal—whether it is the principal 
journal or a subsidiary one—is to classify transactions into 
convenient groups so that time and labour may be saved in making 
postings to the Ledger. 
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EXERCISE 2. 

A. James Tree, who was in business as a boot factor, liad on 31st December, 
19.the following Assets and Liabilities :— 


Assets : 


£ 

s. 

d. 

Furniture and Fittings 


148 

10 

0 

Stock. 


649 

12 

6 

Bill Receivable . . . . , 

. 

50 

0 

0 

Sundry Debtors: 

The Grosvenor Shoe Company . 


29 

3 

4 

A. Foot & Son . . . , 


19 

0 

0 

J. Richardson .... 


20 

7 

8 

Cash. 


. 198 

9 

7 

Liabilities: 

Loan. 


. 200 

0 

0 

Suiiflry Crediiors: . . . 

A. Hall & Company . 


! 49 

10 

0 

B. Bamforth .... 


27 

3 

4 

Paris Footwear, Ltd. 


96 

15 

0 


Asceitaii James Tree’s capital, and show the opening journal entry recording 
the above particulais. 


B. Or l':t ^amury, 19.., the position of G. Chain was as follows;—Stock 
on hand, j 43. &1.; loan from G. v^mith, £500; cash, £444 1 is. 9d. ; bill 
piva’iJ?, xJOo; fumitime and fittings, £484 18s. fid.; owing by debtors, 
£1,1 i'i 4'5. 9d. , owing to creditors, £9fi4 10s. 4d.; investment m War Ijoan, 
£300, 

"What was the amount of Cham’s capital on this date ? *,Construct the 
journal entry lequii’ed to open his boolis. 


C. S. Harlow is in business as a Wliolesale Draper, 
his position was as follows :— 

Trade Debtors—H, Croft .... 

E. Hurst .... 

Trade Creditors—B. William? 

T. Small .... 

Bill lleceivable—J. Titmus .... 

Cash ........ 

Stock on hand ...... 

Fixtures and Fittings 

Motor Vans ...... 


On 1st January, 19.., 

£ 8. d. 

. 782 10 0 

. 232 8 0 

. fi84 3 0 
. 984 8 0 

. IfiO 0 0 
. 993 15 0 

. 1,0G4 18 0 
. 200 0 0 
. 1,200 0 0 


Ascertain S. Harlow’s capital, and show tlie opening journal entry recording 
the above particulars. 


D, G. Malt by purchased £10,000 worth cf goods from J. B. Clark in July, 
19.. Maltby paid for these goods in the following month (August), but during 
the latter part of the same year he lost several contracts and, in December, asked 
Clark to re-purchase half the above goods for £6,000. This Clark agreed to do. 

Show by means of journal entries and ledger accounts how these transactions 
should appear in Clark’s books. 














SALES, PURCHASES AND OTHER JOURNALS 


53 


E. Write up the Sales Day Book and Purchases Book of George Pentiman 
for the following transactions :— 

19.. 

Jan. 1. Sold, on credit, to G. Elgar, 100 pairs of blankets, @ 62s. per pair, 
subject to 10% trade discount. 

„ 4. Purchased, on credit, from L. Pirrie, 200 pairs Witney blankets 

@ 43s. 6d. pK^r pair, and 6 pieces (610 yards per piece) suede 
velveteen @ 3s. 9d. per yard. 

„ 6. Sold, on credit, to G. Browning— 

2 pieces (36 yards per piece) nainsook @ 9^. per yard. 

61 yards chiffon velvet @ 9s. lid. per yard. 

„ 7. Sold, on credit, to A, Chatenay, 1,000 yards corded velveteen @ 

68. 3d. per yard. 

„ 14. Sold, on credit, to L. Moore, 50 lengths (15 yards per lengt/h) of 

Egyptian nainsook @ 8^. p‘r yard. 

„ 16. Sold, on credit, to L. Wliiteway, 58 towels, @ Is. 0|d. each. 

F. Enter the following transactions in Arthur May’s Sales Day Book, 
Purchases Book, and Returns Books:— 

19.. 

Jan. 2. Sold, on credit, R. Pink, three doz. ladies’ umbrellas, at 9s. 9d. 
each, less 10% trade discount. 

5. Purch£ised, on credit, from W. White, 2 doz. costumes, at 49s. 7d. 
each. 

„ 7. Sold, on credit, to H. Black— 

122 yards Jap silk, at 3s. Id. per yard. 

16 handbags, at 78. 6d. each. 

„ 18. Purchased, on credit, from W. Brown— 

300 yards coating serge, at 2s. 5d. pc'r yard. 

76 pairs silk stockings, at 4s. 8d. per pair. 

„ 24. Sold, on credit, to R. Green, six sets of furs, at 10 guineas per set. 

„ 28. R, Green returned one set of furs, invoia^d on the 24th instant, 

as damaged. 

G. From the following particulars write up the Purchases Book of Arthur 
Bennett:— 

19.. 

Jan. 1. Purchased from H. Walpole— 

12 cwt. of refined sugar, at 30s. per cwt. 

„ 2. Purchixsed from K. Murray— 

56 lbs. of coffee, at Is. 4d. |K'r lb. 

„ 3. Purchased from H. Moss— 

15 cwt. of Indian rice, at 10s. 2d. per cwt. 

„ 4. Purchiised from H. Sells— 

3 cwt. of refined sugar, at 368. per cwd:. 

„ 5. Purchased from M. Christie— 

1 cwt. of cocoa, at Is. lOd. per lb. 

H. Write up the Sales Day Book of the Bright Coal Co., Ltd., from the 
following particulars :— 

19.. 

Jan. 1. Sold to Dumbleton Trading Co., 100 tons of Steam Coal at 19s. 6d. 
per ton. 

„ 1. Sold to H. Carver, 6 tons of Hohsc Coal at 21s. 6d. per ton. 

„ 2. Sold to Rowton Corporation, 80 tons of Steam Coal at 20s. per ton. 
„ 3. Sold to the Blank Trading Co., 200 tons of Coal at 18s. 9d. per ton. 
„ 6. Sold to S. Brown, 2 tons of Cbal at 268. per ton. 

„ 7. Sold to Rowton Corjwration, 120 tons of Steam Coal at 208. per ton. 
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I. Compile the Sales and Purchases Day Books of W. Brown from the 
following particulars:— 

19.. 

Jan. 2. Sold to H. Johnson 10 doz. of Sherry at 25s. a doz. and 1 pipe of 
Port at £70. 

„ 2. Bought of W. Gliiss 30 doz. quart bottles at 2s. a doz. and 16 doz. 

pints at Is. 6d. a doz. 

„ 3. Bought from J. Lewis 10 hogsheads of Brandy at £40. 

„ 6. Bought of A. Robinson 2 pipes of Port at £65 and 6 10-galIon casks 

of Whisky at £8 a cask. 

„ 14. Sold to T. Kino 3 doz. Whisky at 39s., 2 doz. Port at 44s., 5 doz. 
Sherry at 25s., and 3 doz. Brandy at 60s. 


J. Write up the Sales Day Book, Purchases Book and Returns Book of 
Alexander & Co., rurniture Manufacturers, from the following particulars :— 

19.. 

Feb. 1. Purchased, on credit, from Paul Lester, Timber, value £13 3s. 3d. 

„ 1. SoU, on credit, to Thomas Tree— 

6 Dining-room Chairs at £1 ISs. each. 

6 Bedroom ('haim at £1 73. 6d. each. 

I Ciiest of Drawc'rs, £9 9s. 

1. Puroluised on credit, from Frederick Smith, 1'imber, value £9 18s. 9d. 

,, 2. 1 nrc based, on credit, from George Tate- - 

Tapestry, £17 10s. 

Trimmings, £3 16s. 6d. 

Horsehair, £1 4s. 5d. 

2. f’ dd, on ert dit, to Rolwrt Keys— 

J Dining-room Sideboard, £9. 

1 Diniu'r V^bagon, £2 10s. 

2 Overmantels at £2 15s. each. 

„ 3. Sent Credit note to Thomas Tree for overcharge of f 1 h. on Chest 

of Drawers sold to him on the 1st inst. 

„ 4. Sold, on credit, to Philip Nares— 

2 Library Chairs at £8 each. 

1 Hall Stand, £7 lOs. 

1 Chesterfield, £15. 


K. From the following particulars compile the Sales Day Book (with analysis 
('olumns) of James Owtrara & Co., Engineers and M^ tal Merchants:— 

19.. 

Jan. 3. Sold to Robinson & Co., 6 ton.s of pig-iron at 61s. 2d. per ton, 

„ 5. Sold to J. Green & Son— 

5 tons of sheet copper at £78 ver ton. 

„ 6. Sold to R. Black - 

1 toil of pig-iron at 56s. pr.r ton, 

„ 9. Sold to J. Jones & Sons— 

3 cutting machines at £24 each. 

„ 9. Sold to J. Smith & Co.— 

2 cwt. of sheet copper at £83 per ton. 

„ 12. Sold to Robinson Co.— 

12 tons of pig-iron at 56s. 6d. per ton. 

„ 15. Sold to J. Green Sc Son—- 

6 tons of pig-iz’ou at 55a, p r, ton. 




CHAPTER III 


THE CASH BOOK 

It has already been explained that the Cash Book is, in reahty, 
a ledger account, which, for convenience and also because of the 
multiphcity of the entries passing through it, is not included in 
the general ledger but is bound as a separate volume. It will 
also be remembered that cash transactions are not joumahsed, 
and that the Cash Book therefore fulfils the functions both of a 
ledger account and book of “ original entry ” in winch aU cash 
transactions are entered as they occur. 

A* Cash Book may be defined as the book in which are recorded 
detailed particulars of aU moneys received and paid. Receipts 
are entered on the debit side of the Cash Book and are sub.sequently 
posted to the credit side of the appropriate accounts in the ledger, 
while payments are entered on the credit side of the Cash Book 
and are posted to the debit side of the appropriate ledger accounts. 

In its simplest form, the ruling adopted for a Cash Book is 
as shown in the specimen on page 56. The left-hand and right- 
hand sides of the cash book were formerly headed “ Cash ” and 
“ Contra respectively, but later these titles were superseded by 
the abbreviations “ Dr.” and “ Cr.” Although the present-day 
practice tends to the omission of both headings, students should 
always insert the abbreviations “ Dr.” and “ Cr.” at the head of 
the Cash Book in working examples. 

The Treatment of Cash Discount. 

Another example of the groiiping together of items of a similar 
nature is that adopted for recording allowances of cash discount. 
In order to record such discounts a column is usually provided 
on each side of the Cash Book (as shown in the following 
example) to record particulars of cash discounts allowed upon 
amounts received from debtors and cash discounts received upon 
payments made to creditors. 

The individual items of cash and discount on the debit side 
of the Cash Book are posted to the ceedit side of the personal 
accounts, while the total of the discount column on the debit 
side of the Cash Book is posted periodically to the debit of the 
Discounts Allowed Account hi <^he Ledger. Similarly with the 
eredit entries in the Cash Book ; the individual items are posted 
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>tals being posted to Discounts Allowed Account and Discounts Received Account as explained on page 
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to the DEBIT of the personal accounts affected, while the total of 
the discount column is posted to the credit of the Discounts 
Received Account. Separate entries may be made in the personal 
accounts for cash and discount, thus :— 

Dr. A. SMITH. Cr, 

! I 

; 19.. i I C.B. !£. 8. (1. 

/ Jan. 2 ' By Cash .iFo...,23 15 0 
„ 2 * „ Discount i 

I Allowed . ! „ I 1 5 0 

The more practical method, however, is to make a composite 
entry, as shown in the following example :— 



Dr. 


A. SMITH. Cr. 


19.. 



£ 8 . 

d. 

Jan. 2 

By Cash and 

C.B. 




Discount . 

Fo... 

25 0 

0 


In respect of the items in the Cash Book shovTi on page 56, the 
Discounts Allowed Account and Discounts Received Account in 
the General Ledger will appear thus :— 


Dr. DISCOUNTS ALLOWED ACCOUNT. Cr. 


10.. 


C.B. 

£ 9. d. 19.. ! 

1 

£8. d. 

Jan. 6 To Sundries 

1 

• 

Fo... 

4 5 0 1 

i 

j 

Dr. 

DISCOUNTS RPICEIVED ACCOUNT 

Cr. 




.€ 8. d. || 19.. 

[ By Sundries . 

C.B. 

1 s. d. 



j Jan 6 

• 

Fo... 

2 13 0 


It will be noticed that, as previously explained, the total 
of the discount column on the dehit side of the Cash Book is 
posted to tlie debit side of DiKScounts Allowed Account. 

This fact sometimes causes difficulty to students, as the general 
rule is “ post from debit to credit,"' and vice versa, in order to 
complete the double entry. At first sight it appears that the 
posting of the peiiodical discount total is an exception to the rule. 
The difficulty will be overcome, however, it the student will 
regard the discount columns in the Cash Book as special Discount 
Journals, which are located in the Cash Book in order to permit 
of the simultaneous posting of cash and discount to the individual 
personal accounts. The principle of double entry is strictly adhered 
to; thus, the items contained in the “ Discounts Allowed "" 
column on the debit side of the Cash Book have been posted, in 
detail, to the credit side of the various personal accounts in the 
Sales Ledger at the same time as the cash items to which they 
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refer, and to complete the double entry the total of these items 
is posted to the debit side of Discounts Allowed Account. 

It must be borne in mind also that the Discount Accounts 
are nominal accounts aiid that the entries are made therein in 
accordance with the rule ‘‘Debit Losses and Expenses; Credit 
Income and Gains. ’ Discounts allowed to debtors are a ‘‘loss ” 
to the trader, as the price of the goods sold by him is reduced by 
the amount of the discount ; hence Discounts iVllowed Account 
is debited wliile the accounts of the persons who “ gain ” the 
benefit of the allowance are credited. The discounts received 
are dealt with in a similar manner. The monthly total of the 
discount column on the credit side of the Cash Book is credited 
to the Discounts Received Account as it is a “ gain ” to the 
trader, while the accounts of the persons who allow the individual 
amounts (and to whom the allowances are losses) are debited with 
an equivalent amount. 

Some traders post both discounts allowed and discounts 
re<'eived to the same Disctoimts Account, but in order to classify 

?a*ad< r’s transactions as thoroughly as i)Ossib]e it is considered 
thiat ii is preferable to o})en separate accounts for the two classes 
of disc ount, as explained above. 

Banking Transactions. 

As origmally designed, the Cash Book recorded transactions 
in act-Ttjouey only, but the development of baixking and the 
extension cf the use of cheques made unnecessary the use of 
cash Ujr the settlement of all accounts. 

Before describing the use of the Cash Book in connection with 
banking transactions, it wiU be convenient to consider the general 
relationship of a trader with his banker and the nature and 
effect of the transfer of money by means of cheques. 

* BANKER AND CUSTOMER 

Primarily, the function of a banker is the acceptance of 
deposits of money from other people on the Tinderstanding that 
he will repay such money, or any portior of it, as and when 
required, to the depositors or to any pemor. or pemons nominated 
by them. Actually, a banker performs many other functions, 
and has other duties and responsibilities, but in ordinary circum¬ 
stances the true relationship between a banker and his custooier 
is that of debtor and creditor, the banker being usually the debtor. 

It follows, therefore, that a trader's transactions with his 
banker are recorded in a similar manner to his transactions with 
any other person. Money received by a trader from his customers 
and handed to the banker is debited to the Bank Account and is 
credited to the customers' personal accounts, while money drawn 
from the bank and paid to another person is credited to the Bank 
Account and is debited to the account of the person who receives it, 
thus exemplifying the rule “ Debit the receiver ; credit the giver." 
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The practice of bankers is to receive money from their 
customers in two different ways, viz. :— 

(а) On Current Account, withdrawable by cheque on 

demand. On this interest is not generally paid. 

(б) On Deposit Account, which bears interest, varying 

with the notice required for withdrawals. 

For ordinary business purposes, traders maintain current 
accounts with their bankers, to which they pay in their receipts 
and on which they draw cheques in favour of their creditors. 
The banker pays his customers' cheques up to the limit of the 
amount standing to their credit in his books without any intima¬ 
tion other than his customers' signatures on the cheques. By 
special arrangement, however, a banker will pay cheques in excess 
of this amount and allow liis customer an “ overdraft," but this 
usually necessitates the deposit of approved securities, or 
guarantees by third parties for the repayment of the amount 
advanced. When such a loan is granted the trader becomes the 
banker's debtor, and the normal relationship is reversed. 

Deposit accounts are opened by persons who have more cash 
at the bank than they are likely to need in the immediate future. 
Cash on deposit can be withdrawn only on giving the bank an agreed 
period of notice, and earns interest according to the current rates 
in force. Cheques cannot usually be drawn against money on 
deposit account. 

CHEQUES 

Definition. 

A cheque is defined by the Bills of Exchange Act, 1882, 
as a bill of exchange drawn on a banker payable on 
demand." If the definition of a bill of exchange (see page 131) 
is incorporated in this definition, a cheque may be mo?o fully 
described as an unconditional order in writing, addi^essed by a 
customer to his banker, instructing the banker to pay on demand 
a stated sum of money to (1) a specified person, or (2) to the 
order of a specified person, or (3) to bearer.'’ 

A cheque requires a twopenny stamp, which is usually 
impressed, but may be adhesive. The person who signs the 
“ order to pay " is termed the “ drawer " ; the banker is the 
‘‘ drawee," and the person entitled to receive the money is 
termed the ‘‘ payee." 

A cheque is, therefore, a document which confers “ a right 
to receive money,’' and in modem commercial practice, the greater 
part of a trader's transactions, both as regards receipts and 
payments, are settled by means of cheques. 

Cheques may be drawn in two ways : (1) payable to the person 
named “ or bearer," and (2) “ to order," as shown in the example 
given on page 60. “ Order " cheques require indorsement, that is, 

the payee must sign his name on the back before be can receive 
payment or transfer the cheque to someone else. “ Bearer " 
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cheques are. however, payable or transferable without indorse¬ 
ment. The form of cheque in common use is sufficiently in¬ 
dicated by the following illustration :— 


Counterfoil. 
No. Z40875 

31sl Deer. 19.. 

A. Jones Jc Co. 

[Account No. 607.) 

117 : / ; G 


Cheque. 

No. Z40875 Albans, Slat December, 10.. 

WESTMINSTER BANK, LIMITED. 

St Albans Branch. 

Pay a. Jones d Go. or order 

Seventeen pounds four shillings <(; sixpence. 

£17 : I : 6 J- Broivn. 



To prevent fegery and so as to preserve uniformity, bankers 
no .va(la\ s supply their customers with cheque forms (each bearing 
a 2d. T ,n;)re5\;cH stamp), bound in book form, perforated, and with 
counie-’^cils as shown in the illustration. The particulars on the 
counter, oil give the information required when the credit side of 
trie ash Book is written up. 


Open ” and Crossed ” Cheques. 

Cheques may be either ‘‘ open '' or “ crossed,’" the crossing 
taking the form of (a) two parallel lines written across the 
face of the cheque, with or without the words “ & Co.,” “ Not 
Negotiable,” etc., or (6) the name of a banker, with or witliout 
the parallel hnes or the words “ Not Negotiable,” etc. 

Ope 1 cheques may be cashed across the countin' of the branch 
of the bank upon which they are drawn, but crossed eb'^ques must 
be handed to a banker for collection, as tlie crossing is an in¬ 
dication that the cheque is to be payable o'.iy through a banker, 
or through the banker named, if the crossing is a special 
one. Thus, when a crossed cheque is received by a person 
who has no banking account, he must either exchange it for 
cash with some one who hcis a banking account, or arrange 
with a banker to coDect payment from the drawee bank; for 
this service the collecting banker may charge the payee a small 
commission. 

The chief characteristic of a cheque is that it is normally a 
fully negotifible instrument, i.e., a transferee for value who takes the 
instrument (cheque) in good faith, before it is overdue, and 
without notice of any defect in the title of the person from whom 
he gets it, acquires an absolute right to the instrument against all 
the world. This characteristic of negotiability is of great value 
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as it facilitates the transference by the payee of the full rights 
in the cheque, and the person to whom it is transferred obtains a 
good title undiminished by any claim or right of set off of other 
parties, provided he acts in good faith and without notice of 
defects of title. Further, if the cheque is stolen from the true 
owner (provided no forgery is involved), an innocent holdei* for 
value who has taken the cheque froin the thief without notice of 
any defect in his title acquires a good title to it, and the loser 
of the cheque has no remedy against the drawer or other 
parties. 

In order to protect the true owner against this risk of loss, 
the practice has arisen of writing the words Not Negotiable ” 
as part of the crossing on a cheque. These two words do not 
prevent negotiation in the commercial sense of the \vr)rd (that is, 
the cheque may still be transferred from one person to another), 
but an innocent transferee who, in good faith and for value, 
takes a “ not negotiable cheque from a thief, does not 
possess a good title and is unable to enforce payment against 
the drawer. 

Additional safeguards which may be adopted are :— 

(1) Crossing the cheque specially to a banlcer; or 

(2) Adding to the crossing the w^ords “ Account paj^ee 

only '' or other words to that effect ; or 

(3) Writing on tlie face of the cheque words indicating that 

its amount does not exceed a stated sum, o.g.. 
Under Ten Pounds/’ 

The first method constitutes an instruction to the pajdng 
banker that the proceeds of the cheque are to be paid only to 
the banker named in the crossing, and a paying banker who 
disobeys this crossing by payment of tlie cheque to anyone 
other than the banker named is liable to the true owner of the 
cheque for any loss he maj^ sustain owing to the cheque having 
been so paid. 

The second method is a direction to the collecting banker that 
the proceeds of the cheque are to be paid only to the credit of the 
payee named thereon. This method does not possess any statutory 
authorit}^. but it is probable, however, that a collecting banker 
who disobeyed this crossing, without making adequate enquiries, 
would be held responsible for any loss sustained by reason of 
his negligence in not observing the instructions contained in the 
crossing. 

The object of the third method is the prevention of fraud, 
as it renders it more difficult for a dishonest person to increase 
the amount of the cheque by any large sum. 
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Forms of Crossing. 

The principal forms of crossing in use are :— 

General Crossings. 


/ 

/ 

/ 




d 

•a ; 






Q! 
3 I 
O / 
o > 


Special Crossings. 


-5 -i<r' 

P 5 
S'.cq. 

^ , JO ‘ 

^ TJ 


. 

a, C 

(U q5 

i*’ 

o‘ 



.. o / / 

^ / 

a / / 

‘-J / 


CondicK^nai Cheques. 

Soiii tew years ago tliere was initiated a practice of issuing 
coji^lii/ional cJieques, i.e., printing upon cheques a notice that 
they payable “ subject to the form of receipt at foot hereof 
being duly stamped, dated and signed.” The Bills i)f Exchange 
Act, lo82, however, provides that a bill of exchange (which 
includes a cheque) must be an unconditional order and, therefore, 
the statutoiy privileges and protection atforded by t}:.ab A(d 
in respect of cheques do not apply to instruments payment of 
which is made subject to a condition or conditions. For tliis 
reason, such instructions are usually couched in less imperative 
terms, hut it is doubtful whether even these instruments are 
unconditional. Nevertheless, the practice of attaching a form of 
receipt, either at the foot, or on the back, of the cht -que is frequently 
adopted by those who make a large num >er of jiayments by 
cheque. The advantage of this methoil i -, that the clieque acts 
as a receipt as well as an instrument of payment, and is thus an 
economical and labour-saving device ; tlie time ordinarily required 
for sorting, arranging and filing receipos being available for other 
v/ork, whilst the tr»;)uble of writing to dilatory payees for receipts 
is avoided. 


Unpaid Cheques. 

Where a trader draws cheques in excess of the amount standing 
to his credit in the banker s books, without having previously 
arranged for an overdraft, the banker will ordinarily refuse pay¬ 
ment and return the cheque to the payee, marked with a brief note 
as to the reason for non-payment, such as R/D (Refer to drawer). 
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Other markings on unpaid cheques include the following :— 

(1) Account closed. 

(2) Effects not cleared (i.e., the proceeds of cheques, bills, 

etc., paid in by the drawer have not been collected). 

(3) No effects. 

(4) E/I or I/E (Endorsement irregular). 

(6) Words and figures differ. 

(6) Payment stopped. 

(7) Drawer deceased. 

I/F (Insufficient funds) or N/S (Not sufficient funds) were 
previously used as alternatives to R/D, but in view of the fact 
that these answers involve a needless disclosure of the state of 
the customer’s account, their use is now discontinued. 

The Banker’s Duties and Responsibilities. 

A banker is bound to pay a customer’s cheques to the extent of 
the balance standing to his credit or within the limits of any 
agread overdraft, and any refusal to pay will make the banker 
liable in damages for any injury caused thereby to his customer’s 
good name and credit. 

The drawer is the only person who is entitled to stop payment 
of a cheque, but there are certain circumstances, e.g., death, 
bankruptcy, or the service of a garnishee order (i.e., an order 
of the Court in favour of a creditor, attaching funds of the debtor 
which are in the hands of a third party), in which the banker’s 
authority to pay is automatically countermanded. 

A banker must know his customer s signature, and if he pays 
away his customer’s money against a signature which proves 
to be a forgery, he cannot debit the customer’s account and must 
stand the loss himself. On the other hand, a banker who acts 
in good faith and without negligence in pa}dng a cheque on wliich 
an endorsement is forged is not liable to his customer, for 
a banker camiot be expected to know the signatures of all 
the endorsers of cheques which pass through his hands for 
payment. 

It may be added that the customer must not draw cheques 
in a negligent maimer so that fraudulent alterations are facihtated. 
This, however, is a legal question wliich must be decided on legal 
principles, and the student desiring further information on the 
rights and liabilities of bankers is advised to consult a text book 
on Banking or Mercantile Law. 

The Record of Bank Transactions. 

When the system of payment by cheque first became general 
it was the custom of traders to keep separate accounts and separate 
books for transactions in actual money, and for transfers effected 
by means of cheques, through the bank, the former being known 
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as the Cash Account and the latter as the Bank Account. It is 
found, however, that transfers from one of these accounts to the 
other constantly take place, and it is therefore convenient to adopt 
a combined cash book to record both oflfice cash and bank tians- 
actions. 

In this form of cash book all moneys received (including 
cheques) are entered in the office cash column on the debit side. 
When any amount is paid into the bank, an entry is made on the 
credit side of the cash book in the cash column, and a correspond¬ 
ing entry is made on the debit side of tlie (vash book in tlie bank 
column. The following example will clearly illustrate the use 
of this form of cash book :— 


KXAJVtULE 

On 1st January, A. had a balance at his bank ef £50, and his office cash 
iri hand ainonnU^d to £4 17s. 9d. 

On 2nd Jan.iary lie received from B. a cheque for £70 18s. 4d., and C 
paJ‘i iiim £7 3a. 2d., in cash. 

On 3ra January he jiaid the cheque into the bank, together with £5 of 
ihe oish oi: hand in the oilice. 

Wri .e un d*cse transactions in A.’s Cash Book. {See jxiye (>5.) 

Three-Cemmn Cash Books. 

a trader frequently allows or receives cash discount, it 
is convement fer liim to use a three-column cash book so as to 
include all the information relating to cash transactions in a sinjrle 
book. {\ fully worked example is shown on page 67, from which 
it will be seen that on the 3rd and 4th Januaiy the trader received 
cash amounting to £76 10s., which was therefore debited to office 
cash. This amount being more than was required for office 
purposes, £50 was withdrawn from office cash and ]>ahi into the 
bank. Accordingly, £50 was credited to office cash and debited 
to bank in the rcispcctive colujniis. 

On 13th January, £30 was withdrawn from the bank to 
replenish the office cash balance, and this is sho\\ n on the credit 
side in the bank column ; the contra ex* try on the debit side 
appears in the cash column. A similar transaction t.akes place 
on 27th January, and this is dealt with in the same manner. 
Several other transactions are shown in the example given, but 
these are self-explanatory, as they affect either :— 

(a) The bank column ordy, i.e., where cheques or cash 
received are paid direct to the bank, being therefore 
recorded by means of a debit entry in that column ; 
or where creditors" accounts are settled by means 
of cheques, the amount being credited to the bank 
column in the ( ash book. 

(h) The cash column only, i.e. where cash received is re¬ 
tained for use in the office, and is therefore debited 



THE CASH BOOK 


O 

o 

w 

w 

m 

< 

o 



66 


0 






66 PRINCIPLES AND PRACTICE OF BOOK-KEEPING AND ACCOUNTS 


in the cash column ; or where money is paid out from 
office cash, the entry being credited in that column. 

EXAMPLE. 

On 1st January, a trader bad cash in hand amounting to £32 10s., and a balance 
to his credit at the bank of £625 5s. Write up the following transactions in his 
Cash Book, and show tlie balances of cash in hand and at the bank on 31st January. 

19.. 

Jan. 3. llecoived remittance of £56 10s. from A. Brown. 

„ 4. Received cash from W. Knight & Co., amounting to £20. 

Paid W. Phillips & Co.’s account of £72 by cheque, deducting 
5% cash discount. 

„ 5. Paid £50 into the bank. 

„ 6. Paid wages, £25, by cash. 

„ 11, Paid Burns Bros.’ account of £22 by cheque, deducting 2J% discount, 

„ 12. Rx'cei ved £75, less 5% discount, from W. Lane, and banked the amount. 

„ 13. Cashc d a cheque for £30, and paid wages, £25, by ctish. 

15. Received cheque for £50, h'ss 5% discomit from B. Smith, and 
paid it into the bank. 

„ 18. Received £85 10s. from W. Berry & Co., and allowed them £4 10s. 

cixsh discount. The cheque was jmid into the bank forthwith. 

19. Paid the account of Office Supplies Co., £6 15s. net, by cash. 

20. R/‘ceiv "d cash, £16, less 2J% discount from Jones Bros. 

20. Paid wages, £25, in cash. 

*1. ^*nid James Bros.* account of £55 by cheque, after deducting 
5 discount. 

Rece ived from W. Smith & Co., £142 10s., and paid the amount 
into the bank. Cash discount of £7 10s. was allowed. 

„ 27. Ciished a cheque for £30, and paid £25 of the proceeds in wages. 

(See page 67.) 

'J'his three-column ^oriii of cash book is still met with, buf. the 
meihod more generally adopted in practice is to bank all cash and 
cheques each day as received and to make all payments 'oy cheque, 
except in the case of small amounts, which are pass(‘d through a 
Petty Cash Book as explained on pages 75-78. When this method 
is ado[)ted, the form of cash book shown on page 69 is used. It 
wall be seen that this cash book is similar to the mdiiiary three- 
coluin 1 cash book illustrated on page 07, excejit that the two 
‘‘ cash ” columns are dispensed with, their being taken by 

an “ Amount Received ” column on the debit side and a “ Details ” 
column on the credit side. 

Each cash receipt is entered first in t!ie Amount Received ’’ 
column, and only the total amount actually lianked for the day 
is extended into the Bank ’’ column. This has the advantage 
of keeping the latter free from unnecessary detail, and of facili¬ 
tating the comp.trison of the ftasli Book with the Bank Pass 
Book (or bank statements), as the total amounts entered in the 
“ Bank ” column of the former correspond with the daily “ paying- 
in totals in the latter. Eurthermore, as all receipts are paid 
direct into the bank, tlic clerical labour of making contra entries 
to record transfers between office cash and bank is avoided. 

The Details column on the credit side of the Cash Book 
is mainly used to record the analj^sis of cheques drawn for office 
purposes (e.g., where a cheque for £100 is drawn in respect of 
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wages, £75, and salaries, £25, these latter figures will appear in 
the “ Details ’’ column.) 

EXAMPLE. 

On Ist January, a trader’s bank balance was £856 10s. 6d. Write up his Cash 
Book from the following particulars, and bring down the balance as at 7th 
January. All receipts were paid into the bank on the same day as received. 

19.. 

Jan. 1. Received from A. Brown & Co. a cheque in payment of an account 
for £20, less 2^% cash discount. 

Receiv('d from F. Smith a cheque for £25, less 5% discount. 

Received from Dewar Bros, a cheque for £24, less 2^% discount. 

Paid Robinson Bros.’ account of £25 by cheque, after deducting 
cash discount of 5%. 

„ 2. P. Green, a customer, paid his account of £48, deducting a cash 

discount of £1 4s. 

Received a Money Order for £24 7s. 6d. from A. Jones, in settle- 
mer.1 of his account. A cash discount of 12s. 6d. was allowed. 

Paid Jackson & Co., Ltd., a ciieque for £50 on account. 

Cashed a cheque for £203 17s. 6d., and paid wages £148 17s. 6d. 
and salaries £55 with the proceeds. 

„ 5. Received £100 on account from S. Johnson. 

i, 6. Paid Rent by cheque, £18. 

„ 7. Receive! from Fletcher & Sons a remittance of £47 10s., and 

allowed discount of £2 lOs. 

P»'eoived cash from Robertson & Co., £10, less 2^% discount. 

' Visiit d a cheque for £10, and handed the proceeds to the petty 
ca:>hier for miscellaneous expenses. (See page ()9.) 

Rficonciiiation of the Bank Pass Book and the Cash Book. 

ranker supplies his customer with a “ Pass Book,'' which 

tains a copy of the ledger account of the customer as it appears 
in the banker's books. Periodically, the customer obtains this 
book from his banker for examination and comparison with his 
own cash book. As a consequence of the mechanisation of Bank 
Accounting, man}" banks have now replaced hand-written Pass 
Books by loose-leaf typed statements, which give particulars of 
all current transactions affecting the customer’s account and 
show, i 1 addition, the daily balance thereon. 

The sheets are issued by the bank at monthly or ether agreed 
intervals, and when inserted in the binding cas(^ supplied by the 
bank, they provide the customer with } continuous and per¬ 
manent record of his account. The statements are in the follow¬ 
ing or similar form :— 


R. JONES IN ACCOUNT WITH THii NORTHERN BANK, LIMITED. 


Date. 1 

Cheques, etc., paid. 

; Credits. 

1 Balance, j 


£ d 

' £ 8. d. 

£ 5. d. 

Jan, 1 19.. 

1 

Balance forward 300 0 0 

300 0 0 



Cash . . 2 0 0 

302 0 0 

Jan. 8 19.. 

Self . . 25 0 0 




Cheque Book 0 5 0 




Gas Co. . 9 8 0 


267 7 0 

Jan. 9 19.. 

Smith & Co. . 10 0 0 

Cash . . 16 0 0 

272 7 0 1 


.N.B.—The final amount in the Balance Column ivS the customer’s present balance 
according to the books of the bank. Overdrawn Balances are tiormally shown in red. 




THREE-COLUIVIN CASH BOOK 


THE CASH BOOK 


69 


C J m 
tn ► <u *C 

f O 

ci c3 > cj 


'6 

o o o 

O CD 

o 

o 

•-D i' 

OD 

O »0<N 

CS 

o 

lO 

CD I 






p—t 1^ 






CO { 





1 


J fM 
-IS 

JM ot» ^ 


® iS 

^l-ia 


Note .—When only one amount is received ari hanked on any day, the amount received can be entered direct in the Bank ” 
column without an entry in the Amount received ” column. P'or example, the item of £100 Os. Od. on Jan. 5 could be omitted from 
the “ Amount received ” column. 
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It is rarely found that the bank balance agrees with the cash 
book balance, the disagreement being due to one or more of the 
following causes :— 

(1) Cheques received and paid into the bank not credited 

in the pass book at the date of reconciliation. 

(2) Checpies drawn and paid to creditors not presented for 

payment until after the date of reconciliation. 

(3) Bank charges for commission, etc., entered in the pass 

book but not appearing in the cash book. 

(4) Bank interest allowed or interest on overdrafts shown in 

the pass book but not entered in the cash book. 

(5) Errors in the cash and/or pass book. 

In order U) agree the balances shown on the j^ass book and the 
cash book a Bank B-econoiliation Statcmeiit must be drawn up. 
Belore tliis is done the Bass Jh)ok should be examined and all 
nems of bank interest, charges and commission must be entered 
in the Cash Book. A statement can then be j)repared by taking 
i.no halam*e as shown by the })a.ss book and adding thereto any 
items paid in but not yet credited and dexhicting any cheques 
dravv I Tit not yet ])resentcd lor payment. The following example 
wLl dlust?:'^ic 'he iiU)thod adopted :— 


Dr. 


19 .. . 

J(jne30 1., Total debits . 

„ 30 „ Jlank l.iterost for 

iirdf-yeai to date 


July 1 


To balanoe hjd. 


CASH ROOK. Ct. 


Bank. j. 

Bank. 

t s. d. 1, 19.. 

£ s. (i. 

7,660 10 6 ji June 30 

By 'Potal credits . . 0,533 1 3 

... i: ” 

„ Bank cliarf^e.s for 

62 5 0 

half-year to date 69 4 3 

i „ 30 

„ Bank charges for 

1 

cheque hook . 6 0 

1 30 

„ Balance c/d. . . 1,120 4 0 

£7,712 15 6 jj 

£7,712 15 6 

‘ 1,120 4 0 ij 



BANK RECONCILIATION STATEMENT- ;0th JUNE 19... 

£ 

Balance as per Pass Book 1 341 

Add Cheques paid in but not credited ai 30th 

June 19.. £ p 

R. Robinson. 250 12 0 

B. Smithley.. . 100 7 0 


8. d. 
1 6 


350 19 0 


Less Unpresented Cheques :— 
S. Jackson 
R. Peters 


1,692 0 6 

. 361 5 0 
. 210 11 6 

- 571 16 6 


.£1,120 4 0 


Balance as per Cash Book 
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If the bank account happens to be overdrawn the procedure 
wiU be reversed ; cheques paid in but not yet credited will reduce 
the overdraft when they are credited and hence must be deducted 
from the pass book balance, while cheques issued by the business 
but not yet presented will increase the overdraft and must 
therefore be added to the balance as showm by the pass book. 

The term “ Bank Reconcihation Accountis sometimes used, 
and this imphes that the statement is shown in debit and credit 
form in the following manner :— 


Dr. BANK RECONCTTJATION ACCOUNT. Or. 


19.. 

£ 

s. d. 

i 19.. 


£ 

8. d. 

June 30 To Balance as per 



Juno 30 

By Cheques issued but 



’ I’mks liook . 

1,341 

1 0 


not presented : 



, „ Cheques paid in 




S. Jackson . 

361 

5 0 

j and not credited : 




R. Peters . * 

210 

11 6 

R. Robinson . i 

250 

12 0 

j „ .10 

„ Balance as per , 



B. iSinithley . | 

1(H) 

7 0 

i 

(’ash liook . 

1,120 

4 0 

1 

1 1 

£1,092 

0 0 

1 

1- 


£1,092 

0 6 


Alternatively, the reconciliation may be effected by working 
from the Cash l3ook balance to the l^ass Book balance, in which 
case the procedure set out above will be reversed, viz. :— 


Balance as per (-ash Book . 

Less C^icqucs paid in ])nt not civdited 


Add Unpresented cheques 
IkdaiKH; as per Pass Book . 


£ s. d. 
1120 1 0 
350 19 0 

709 5 0 
571 10 0 
£I3U I C 


These reconciliation statements or accounts may be filed or 
preserved in any convenient maimer, but they are usually w ritten 
in the Cash Book (in red ink) so that a permanent record of the 
outstanding items may be obtained. 

If, when the Bank Rc'conciliation Statement (or Account) 
has been ])repared on the lines indicated above, the final balance 
as shown by this stiitement differs from the balance in the Cash 
Book (after adju^rting bank charges, etc.), it is apjiarent that an 
error (or errors) has been made in the writing up of the Cash 
Book and/or Pass Book. Jn order to locate sucti error or errors 
the following steps should be taken as and from the date of the 
last agreed reconciliation statement:— 

(a) Cheques paid in but not credited and cheques not 
presented, as showm in the current Bank Recon¬ 
ciliation Statement, should be checked to see that 
they are in order. 
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(6) As it is possible for a cheque drawn in a previous period 
to be still unpresented at the date of the Recon¬ 
ciliation Statement under review, the previous 
Reconciliation Statement should be examined to see 
that all cheques shown therein as being unpresented 
have since been presented for payment or are shown 
in the present Reconciliation Statement as still being 
unpresented. 

(c) Balances brought forward in Cash Book and Pass Book 

should be checked. 

(d) The Cash Book should be searched for a payment (or 

receipt) equal to the amount of the error. An 
amount may have been recorded as paid (or received) 
in the bank column of the Cash Book and for some 
reason or other is not recorded in the Pass Book. 

(e) The Bank Pass Book should be examined for a receipt 

^or payment) equal to the amount of the error. An 
aniount may have been paid into (or out of) the bank 
and not entered in the (Vish Book. 

(/) Casts of Cash Book and Pass Book should be checked. 

If Hte a’ o' e cheeks do not reveal the error :— 

7 ) All entries in the (kish Book must be compared in 
detail with the entries in the Pass Book. 

tin ^ the search should be confined to payments equal to 
the amoutit of the error or receipts equal to the auior.nt of the 
eri-or wiil, of course, depend on the nature of the error, i.e., 
whetiier the Cash Jh:)ok )>alance as disclosed by the Reconciliation 
Statement exceeds the actual balance in the Cash Book or vice 
versa. 

Post-dated Cheques, 

Posu-dated cheques are cheques bearing a date later than the 
date rn which they are drawn. They cannot he enshed until the 
date named thereon and if they are paid int( a liank for collection 
before this date the normal jirocedure is h r the banker to return 
them to safeguard himself. 

In practice is it sometimes found that traders who are tem¬ 
porarily short of cash resources, and who are being worried by 
certain creditors f ir tlie settlement of their accounts, forward to 
these creditors cheques dated (say) one month later than the date 
on which they are drawn, knowing that they will, in all probability, 
be in a position to meet the cheques when presented at the bank 
for payment on the dates mentioned thereon. 

In the books of the payee it is necessary for some special 
provision to be made for these post-dated cheques. As they 
cannot be paid into the bank for collection until the actual date 
named thereon, they should not be entered in the Cash Book 
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until this date. In practice one of the following methods of keeping 
a record of these cheques is usually adopted :— 

(1) When a post-dated cheque is received it is recorded 
in a memorandum book (not forming part of the 
double entry system) and a note is made of the 
receipt thereof in the personal account of the debtor. 
No further entries are made on this date, the person 
forwai’ding tlie cheque being regarded, for book 
keeping purposes, as a debtor for this amount until 
the actual date on the cheque The cheque should be 
presented at the bank on its due date and the bank 
column of the Cash J^ook should then be debited 
and the personal account of the debtor credited with 
the amount thereof. When the cheque is entered 
iji the C^ash Book the entry in the memorandum 
book sliould be marked to indicate that the item 
has now l)een recorded in the ordinary books of 
account. 

" (2) An alternative method which is sometimes used is to 

open a “ Post-dated Cheques Account ” in the 
Ledger. Wlien a post-dated cheque is received it is 
debited to ‘‘ Post-dated Cheques Account ” and 
credited to the personal account of the debtor 
forwarding the cheque. The clieque is ])resented for 
collection at the bank on the date mentioned thereon 
and the bank column of the Cash Book should then 
be debited and ‘‘ Post-dated Cheques Account 
credited with the amount thereof. If this method is 
used the balance on '' Post-dated Cheques Account ” 
at the end of a period should be treated as debtors ” 
and not as a cash balance in the Balance ^Sheet. 

The following example illustrates this latter method :— 


J)r. J. BROWN Or, 


11).. 



£ 

19.. 

* 

£ 

Sc]>t. ao 

3\) Balance 

bid 

150 

; Oct. 4 

By Post-dated Cheques 





Account . 

100 





i Dec. 31 

1 

„ Balance . . cjd 

50 


* 


£150 



£150 

11).. 





i 


.Ian. 1 

To Balanc(' 

h/d 

.50 

1 

1 

1 


Ur. 



11. H.VRBHlIi 


Cr. 

11).. 



.£ 

11).. 



£ 

So|)t. 30 

To Balance 

hjd 

45 

Nov. 11 

By Post-dated Cheques 







Account . 


45 



_ 


_ 

__ _. _ 




0* 
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Dr. S. SMALLEY Cr. 


19.. 



' £ 

10.. 



£ 

Sept. 30 

To Balance 

hjd 

75 

Dec. 20 

By Po.st-datod Cheques 


35 




Account . 






„ 31 

1 „ Balance 

c/d 

40 




£75 


1 


£75 

19.. 

Jan. 1 

To Balance 

hjd. 

1 

40 





Dr. 

I’OST-JXA'I'EI) CIIEQUJ''S ACCOUNT 


Cr. 

10.. 

1 


, 

£ 

19.. 



£ 

Oct. 4 

4\) J. Brown (Jatod 


100 

Nov. 4 

By Bank (J, Brown’s 




Nov. 1) 


! 


f’lief(uc) . 


100 

N(.v. 11 

, If. Barber (dated 


45 

„ 30 

Bank (11. Barber’s 




Nov. dC) . 




C'he((ue) . 


45 

1)(‘(', :.v‘ 

„ timalli''' Uril 

Jan. 20) . 


Q - ! 

Dcc.dl 

„ Balance 

c/d 

35 







£180 





£180 ; 





19.. 

Jan. \ 

To ii.'iiiu'o 

hjd 

35 1 

Jail. 20 

By Bank (S. Smalley’s 
Cheque) . 


35 




i 




Note 

—L a Bah rice h is 

prepared at 31at Deecniber, 19.. tin* lidar-c* on “ Post-dated 

Cheques. 

,e,'OV!it•'! fhat date (£35) should be included w 

itii Debtors t herein. 



Dr. 
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Bank 

19.. 



^ : 

19.. 



£ 

Nov. 4 

To l\'si-dated Clicques 








\ccoiint 


100 





„ .30 

„ do. 


45 : 





Jan. 20 

„ do. 

■4 


35 ! 






In the books of the drawer it is als(j necessary to make some 
special provision for any post-dated ciieques which he sends to 
his creditors. He cannot prudently regard tliese amounts as 
having been paid until the actual dates named on tlie cheques, 
and should not, therefore, enter them in his Cash Book until 
these dates. Methods which the drawer may adopt for recording 
these post-dated checjues are set out below. It should be noted 
that they are very similar to those described above for the 
payee. 

(1) When a post-dated cheque is sent to a creditor it is 
recorded in a memorandum book (not forming part 
of the double entry system) and a note made of the 
dispatch thereof hi the personal account of the 
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creditor. No further entries are made on this date, 
the person receiving tlie cheque being regarded, for 
book-keeping purposes, as a creditor for this amount 
until the due date of the cheque. On its due date, 
the cheque should be biought into the ordinary 
double entry books—credit bank column in Cash 
Book and debit personal account of creditor. The 
entry in the memorandum book should then be 
marked to indicate that the item lias been recorded 
in the ordinary books of account. 

(2) An alternative method is to open a “ Post-dated 
Cheques Account ” in the Ledger. This account is 
similar to the ‘‘ Post-dated Cheques Account ” 
described above for the payee, but, of course, the 
entries therein are reversed. When a post-dated 
cheque is sent to a creditor, it is credited to ‘‘ Ik)st- 
dated Cheques Account ’’ and (kd^ited to tlie personal 
^ account of the creditor receiving the cheque. On 

tlie duo date of the cheque the bank column of tlie 
('Usli Book should be credited and Post-dated 
Cheques Account ” debited with the amount thereof. 
If this method is used the balance on “ Post-dated 
Cheques Account ’’ at the end of a jieriod should be 
treated as creditors ’’ and not as a deduction 
from the “ liank balance ” in the Balance Sheet. 

Petty Cash Expenditure. 

There are various methods of dealing with small disburse¬ 
ments, the oldest method being to supply a clerk with a round 
sum out of which to make payments for such small items as may 
occur ; when the cash in hand is reduced to a small amount, a 
further sum is handed to him. The book used is ruled similarly 
to a ledger account, with one cash column on each side. 

As this system necessitates the laborious analysis of expendi¬ 
ture, it has been largely superseded by a better and more efficient 
method, involving the use of a columnar form of petty cash book, 
having on the credit side analysis columns, with appropriate 
headings, for the more usual classes of expenditure. Tliis method 
enables the petty cashier to analyse the expenditure as it occurs, 
carrying forward the totals from page to page until the end of the 
month. A separate column, headed “ Ledger,"' is usually pro¬ 
vided to accommodate payments relating to personal accounts 
and those infrequent items of expenditure for which the analysis 
columns provided are unsuitable. It will be obvious to the 
reader that the combined totals of the analysis and “ ledger " 
columns must equal the total’expenditure for the period as shown 
in the ‘‘ total payments " column. 
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The Imprest System. 

The method of dealing with petty cash transactions wtiich is 
adopted nowadays by the greater proportion of up-to-date firms 
is known as the Imprest System. In this system a specified sum 
is definitely allotted to the person in charge of the Petty Cash 
Book. This sum is handed to the petty cashier in the first 
instance, and at periodical intervals (monthly, or otherwise, as 
arranged) a cheque for the exact amount of petty cash disbursed 
for the period concerned is given to him, to bring his cash balance 
up to the agreed figure again. Thus at the commencement of 
each fresh period the balance of petty cash in hand is always the 
fixed imprestamount. 

The cheques for the advances to petty cash are entered in the 
General Cash Book (credit side) and posted to the debit side of 
the Petty Cash Book. This book contains analysis columns, 
as indicated above, for dissecting the expenditure, and the totals 
of these analysis columns are posted periodically to the debit of 
the appropriate nominal accounts in the General Ledger, or to 
the personal or real accounts affected if any payments relating to 
such accounts are made through the petty cash. By this method, 
the Petty Cash Book is not only a book of original entry, but is also 
an essential part of the double entry book-keeping system, and 
the balance of petty cash on hand must therefore be included in 
the Trial Balance. 

With the imprest method, time is saved, the risk of error is 
minimised, and the fact that the balance in hand never exceeds 
a stated amount obviates the possibility of a continuous series of 
defalcations being covered by the constant increase of the cash 
balance supposed to be in hand. 

A specimen ruling of an analysis Petty Cash Book in wlach the 
Petty Cash is kept on the Imprest System, is shown o:i page 7G. 

In the example given, the sum of £8 18s. has been credited 
in detail to the petty cash book during January, and the double 
entry is obtained by posting the totals of the petty each book 
analysis columns (a) to (e) and the details of column (/) to the 
debit of the pro])er ledger accounts, the folios of the ledger 
accounts being entered against the appropriate items as iiidicated. 

The following summary will make this clear :— 



£ 

s. 

d. 

£ 

s. 

d. 

Stamps and Telegrams Account 

Dr. 2 

0 

0 




Stationery Account . 

„ 2 

10 

0 




Carriage Account 

?) 

3 

0 




Travelling Expenses 


10 

0 




Howe & Co.'s Account 

n 

15 

0 




To Cash .... 




8 

18 

0 


£8 

18 

0 

£8 

18 

0 


It should be observed that the Petty Cash Book ” is not kept 
on the imprest system—it is the Petty Cash which is so kept. The 
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analysis method of making entries in the Petty Cash Book is quite 
separate and distinct from the imprest system of keeping the 
cash, and each may be adopted independently of the othtT, though 
it is usual to combine them in the recording of Petty Cash. 

In many firms the petty cashier is not allowed to initiate pay¬ 
ments on his own responsibihty, but is allowed to make disburse¬ 
ments only against vouchers duly signed by a responsible person. 
The voucher may be in the following or some similar form :— 

I VKTTY CASH VOUCHEll ! 


No. !i^7\ ^7'Jth Dec.y I'J — j 

Ac count to be debited Postages and Telegrams . i 

... Three ... pounds ...... shillings and.jx;nce ... for ! 

2ld. postage stamps . | 

Authorised by ! 

I 

j K. Jones. | 

! rb"(xuved by. T. Smith . 

A J reconciliation Statement of the contents of the petty cash 
box wH,h the balance shown in the petty cash book is prepared in 
the I'v il :c.viiig n.anner as occasion reipiires :— 

.9,. £ s. d. 

Jan. 31. Balance as per Petty Cash Book . , 20 0 0 

Contents of Box— 

£ s. d. 

£1 Notes . . . 10 0 0 

lOs. Notes . . .500 

Silver . . . . 4 16 0 

Copper .... 36 

- £20 0 0 

Where the voucher ’’ system is utilise a in conjunction with 
the “ imprest ” system, the petty cashiiT rihould be in possession, 
at any given date, of unexpended cash and petty cash vouchers 
equivalent to the fixed imprest ” amount. 

Postages Book. 

Just as the petty cash book is used to relieve the cash book of 
numerous small items of expenditure, so a Postages Book is 
employed in many offices in which to record details of expenditure 
on postages. The stamps are purchased in the first instance out 
of petty cash, the petty cashier recording the payment in the 
usual way and the postages clerl* entering the receipt of the 
stamps in his postages book. Expenditure on postages will then 
be detailed in this book. Whilst the imprest system could be 
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adopted for such expenditure, this is not usual owing to the fact 
tliat the volume of exY)enditure varies widely over different 
periods. The person authorising the purchase of stamps should, 
however, before doing so, examine the postages book as a check 
against petty defalcations. The postages book is not usually 
regarded as part of the double entry system. 

Columnar Cash Books (Advanced Type). 

With businesses of any magnitude, it becomes necessary 
to apply the principle of subdivision to the cash book, the most 
usual example being the provision of separate books for receipts 
and payments. These books may be again subdivided ; thus, 
as will bo explained later, there may be several sales ledgers and 
two or more purchases ledgers, in which case the cash books will 
be provided with analysis columns for the postings to the different 
ledgers. Examples of this type of cash book are shown on page 80. 

A method frequently adopted involves the use of two cash 
books, one of which is entered up on Mondays, Wednesdays and 
Fridays, and the other on Tuesdays, Thursdays and Saturdays, 
the ledger-keeper posting from the cash book not in use on the 
day following that on which the entries are made. Such a 
method is not only very convenient, but it also adds much to the 
efficiency of the book-keeping system. 


Dr. 
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SUMMARY CASH 

BOOK. 



Cr. 

19. 





£ 

8. 

d. 

19.. 



1 

i £ 

s. 

d. 

Jin. 

1 

'to Balance bif. 


1,220 

10 

0 ’ 

Jan. 1 

Sundricft 

as per 

! 




1 

Simclricis 

as 

r>er 





Laid Cash Book 

! 994 

5 

0 



Ixcceivcd Cash 




9 

>> ^ 

do. 

do. 

210 

7 

0 



Book 



130 

18 

0 

„ 3 „ 

do. 

do. . 

1 300 

10 

0 


2 

„ do. 

do. 


520 

12 

6 

4 „ 

do 

flo. 

1 040 

12 

6 


3 

„ do. 

do. 


008 

7 

0 


etc. 


c 

tc. 



4 

do. 

do, 


410 

5 

0 

31 

Balaiii’c c 

d. . . 

' 1,.320 

16 

3 



etc. 



e 

tc. 












£ 

15,200 

15 

0 




i £15,2(>0 

15 

0 


1 

To Balance bjd. . 


1,320 

10 

3 








Each day’s total of recei[>ts or payments is separately shown 
in the Received or Paid Cash Book in the columns provided, and 
is then transferred to a General Summary Cash Book, a specimen 
ruling of which is given above. The entries on each page of 
the Received or Paid Cash Books are totalk'd and are carried 
forward from page to page until the end of the period, when a 
final total for the period is made. It will be obvious that the 
combined totals of the Received Cash Book will equal the total 
debit entries transferred to the General Summary Cash Book, and 
the same applies to the total of the Paid Cash Book. 

Where more than one subskliary cash book is used on each 
day it is usual to provide a two-columned General Summary 
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yotes. —(t) This column is used to record the consecutive voucher number inserted on the receipted accounts. 
ij) and (k) The individual amounts relating to each payment are entered in these columns. 

(l) The total of each day’s payments (exclusive of discounts) is entered in this column. 

(m) to (?) The combined total of cash and discount is entered in these columns, a separate folio column being provided for each ledger. 
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Cash Book, the daily totals from each subsidiary book being 
entered in the first column and the final total for the day entered 
in the second column, or where possible a separate column is 
provided for each subsidiary book, and the total entered in the 
final column. 


EXERCISE 3, 

A. From the foUowing particulars write up the Cash Book (Bank and Discount 
columns), and the Petty Cash Book of Messrs James & Pilgrim. All receipts 
were paid to the Bank as received, and ail payments made by cheque except 
where otherwise stated. 

19.. £ 8. d. 

July 1. Cash at Bank, Current Account .... 487 2 6 

Petty Cash in hand . . . . . . 12 15 6 

„ 5. M. Grove paid account to date, £520, less 3|% discount. 

„ 7. Drew cheque for Petty Cash, £40. 

Paid to Bank, Cash Sales for week, £93 5s. 8d. 

,, 12. Purchased and paid for a Roll Top Desk, price £50. 

Paid B. Savory the amount standing to his credit at July 2nd, 
£431 10s., less 2J% discount. 

,, 14. Drew cheque for Petty Ciish, £35. 

' Paid to Bank, Cash Sales for week, £125 10s. 6d. 

., 18. Paid L. Smith the amount of his account, £98 7s. 6d. 

„ 20. Sold for cash, at valuation at last stock-taking, old Office Desk 
for £12 10s., and 3 Office Stools at 5s. each, and paid proceeds 
into Bank. 

Purcluused and paid for a second-hand Typewriter, £28. 

„ 21. Drew cheque for Petty Cash, £40. 

Paid to Bank, Cash Sales for week, £143 17s. 6d. 

,, 23. Transferred from De[X)sit A/c. to Current A/c., £500. 

Advanc('(l to E. Hammams on loan at IO^^q per annum the sum 
of £1,000. 

,, 26. Received che(]ue from London Trading Co., £425. 

„ 28. Drew cheque for Petty CVish, £40. 

Paid to Bank, Cash Sales for week, £138 I9s. 

Drew checiues :— 

P. James . . . . £150 

E. Pilgrim . . . ,100 

,, 28. The Petty Cash payments to date were :— 

Wages ...... 

Trade Plx^Hmses ...... 

Repairs to Building ..... 

Travelling ....... 

„ 30. Paid from Petty Cash for Odd Garments, £19 10s. 


£ 

s. 

d. 

78 

10 

0 

24 

12 

9 

25 

0 

0 

15 

2 

8 


B. From the following particulars write up the Ciish Book and the Petty 
Cosh Book of James Plummer. 

19.. £ s. d. 

Jan. 1. Cash at Midland Bank ...... 232 10 3 

Petty Cash in hand. . . . . . . 14 0 0 

All payments were made by cheque unless otherAvise stated. 

All receipts were paid to the Bank. 

„ 3. Drew cheque for Petty Cash, £35. 

5. Received from H. Edwards cheque in settlement of his account, 
£326, less 5% discount. 

Paid S. Hitchin’s account, £259, less discount, 3J%. 

Sold for cash 100 boxes Raisins at 10s. 6d. box. 
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19.. 

Jan. 8. Transferred to Current Account from Deposit Account, £500. 
Paid account of R. Davis, £741, less discount 2^%. 

„ 10. Drew cheque for Petty Cash, £40. 

„ 16. Paid cheque for Petrol and Motor Repairs, £44 15s. 

„ 17, Drew cheque for Petty Cash, £38 10s. 

„ 23. Sold for cash 30 boxes of Eggs at 50s. box. 

„ 24. Drew cheque for Petty Cash, £40 10s. 

„ 27. Sold for Cash, odd lots amounting In £200 

„ 31. Drew cheque for Petty CjusIi, £42. 

Drew ciieque, pt'.rsonal drawings, £50. 

Payments from Petty Cash during the month were :— 

£ s. d. 

Salaries and Wages . . . . - 89 6 2 

Trade Expenses . . . . . . 17 14 3 

Sundry Purchases . . . . . 93 12 9 


C. IVora the following transactions of Jonathan Brown writ<> up his Cash 
Book (thrtie-column i'orm ; Discount, Office Cash and Bank), bringing down 
Ihe balances. 

19.. £ s. d- 


Jan. \ Ciusli at Bank, . . . . 

Drew ci .^que for Office Cash 
, 2. Rf‘(‘,eived cheque from William Watts 

*^;^'cnunt in addition 

,, 3, .^*oste'^es anci telegrams—Office Cash 

,. r.. CiiiL 'age paid from Office Cash 

.. S. J\aid Jam(‘s Hill by cheque 
• liscount in addition 
!o. i\‘‘eeived John Gray’s cheque . 

„ il. Posted cheque to James Hill 

i’aid Wages from Office Cash . 

,, 15. Received John Gray’s cheque . 

„ I G. Donation to Red Ooss— Office Cash 
„ 18. Paid Henry Gates by cheque . 

Discount in addition 

„ 21. Received cheque from Thomas Monk 

Discount in addition 
„ 22. Drew cheque for Henry Gates . 

„ 24. Cab faros—Office Cash 

,, 25. Paid Wages—Officx^ Ciish 

„ 27. Received Thomas Monk’s cheque 

,, 28. Drew cheque for Joseph Johns 

Discount in addition 
,, 30. Drew cheque for Joseph Johns 

Drew cheque for self 
„ 31. Paid Salaries by cheques 


520 0 0 
30 0 0 
194 13 4 
6 6 8 

1 15 6 

2 3 4 

143 10 0 

2 2 6 
356 19 6 

100 0 0 
7 17 6 

150 8 4 
1 1 0 
201 10 0 

3 12 6 

214 3 4 

5 16 8 

120 0 0 
1 7 6 

7 17 6 

98 6 2 
78 15 0 
1 10 0 
135 10 0 
20 0 0 
30 0 0 


D. Write up a B.mk Account rewrd'ng the following transactions ;—1st 
December 19.., balance at my Bank, £’’,215 14s. Id. 2nd December, drew 
cheque for self, £25. 4th December, paid in £9,634 received from W. Porter. 
6th Decembtu, dr(‘w clK^que for T. Kerr, £161 10s. 6th D(icember, E. Milner 
paid into my Bank Account, £864, 10th Deicember, drew cheque for J. Coleman, 
£10,000. 15th December, drcT^ cheque for Black and Wliite. £241 68. 3d. 
24th Deceml)er, drew cheque £50 for rent, and paid into Bank, £91 68. 8d. received 
from H. Jackson. 31st Docendw^r, drew cheque £26 for self. Paid into Bank 
£51 r(;c(uved from Duff Bros. Interest abowed on the account by the Bank, 
£18 9s. 3d., and commission charged, £1 28. 3d. Close the account and bring 
down the balance. 
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E. From the following particulars compile the Cash Bo(ik of Arthur 
Williamson showing Cash, Bank and Discount columns and bring down the 
balances. 


19.. 

Mar. 1. Balance at Bank .... 

Purchased a Stock of Goods by cheque 
Drew cheque for Office Cash 
Purchased Stationery from Office Cash 
„ 8. Received John Dale’s cheque . 

Discount in addition 
„ 9. Received Thomas Fry’s cheque 

Discount in addition 
„ 10. Carriage paid from Office Cash 

„ 12. Received cheque from Henry Gage . 

Discount in addition 
,, 13. Paid Wages—Office Cash. 

Drew cheque for Walter Uden . 
Discount in addition 
„ 15. Received John Dale’s cheque . 

Paid Carriage from Office Cash 
„ 17. Drew cheque for WalU‘r IJden . 

„ ^ 19. Received James Hart’s cheque 
Discount in addition 
„ 20. Postages, &c.—Office Cfish 

Paid Joseph Vine by cheque 
Discount in addition 
„ 22. Received Thomas Fry’s clicque 

„ 24. Paid for Cleaning from Office Casli . 

Drew chequ(? for Arthur Young 
„ 27. Paid Wages—Offic^e Ciush 

„ 30. Drew cheque for Self 

„ 31. Drew cheque for Salaries . 


£ 8. d, 

2,000 0 0 
1,000 0 0 
40 0 0 
5 7 6 
123 10 6 

3 15 4 

140 2 3 

5 10 3 

2 4 10 

180 0 0 

4 10 0 

9 12 6 

193 17 6 

6 2 6 

67 9 1 

2 12 2 
100 0 0 
184 3 4 

6 3 4 

2 17 6 
152 7 6 

5 8 0 

73 5 3 

1 16 6 
120 3 4 
10 8 4 

30 0 0 
25 0 0 


F. Enter the following transactions in William Chowii’s Cash Book, sliowing 
Discount, Office Cash and Bank columns. 

19.. 

Jan. 1. Balance at Bank £341 lOs. 

Drew and cashed cheque for £100 for Office CYish. 

Bought for cash 16 Paris model ladies’ coats for £47. 

„ 3. B. Bryce paid, by cheque, £50 on account. Paid che([ue into Bank. 

„ 5. Sold, for cash, two costumes at £6 and £5 lOs. respt ctively. 

Paid, in cfish, Wages £12, and Office Expenses, £2 Is. 

„ 9. Paid, by cheque, M. Herriott’s account, £129, less 2^% discount. 

„ 10. Cash sales to date £38. 

„ 12. Paid, by cheque, H. Dickson’s account, £150. 

Paid Wages, in cash, £14, and Office Expenses, £3 4s. 

„ 14. Paid, in cash. Carriage, £8 6s, 

„ 15. Paid, by cheque, B. Prvee’s account, £62. 

„ 16. Gave M. Herriott a cheque on account, £50. 

„ 17. Cash sales for week, £92. 

„ 20. Wm. Chown drew cheque, £50, for private pur}K)8es. 

G Dawson paid £125 by cheque. Paid cheque into Bank. 

„ 21. Purchased, for cash, 8 dozen coat luangers at 24s. per dozen. 

(Charg(^ to Furniture and Fixtures Account.) 

B. Bryce paid £100 on account by cheque. Paid cheque into Bank. 
„ 22. Paid cash into Bank £100. 
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G. On the 1st January, 19.., the position of John Taylor, IManufacture? 
waa as follows :— 


Stock on hand, £5,420; plant and machinery, £4,000; leasehold 
prof)ertv, £3,000; debtors, £2,870 (J. Hogan, £400; P. Craven, £2(X); 
T. Dickie, £420; J. Littlejohn, £300; A Graham, £600; N. Lynch, 
£200 ; J. Henderson, £400 ; L. Macintosh, £350); petty ciish, £60. 


Liabilities :— 

Sundry creditors, £2,950 (Hardy Bros., £950 ; J. Forrest, £320; Little 
& Co., £620 ; Carter & Co., £410 ; Cummins & Co., £150; Brown & Co.. 
£500); overdraft at bank, £1,750. 

Open the books and enter the following transactions into subsidiary books. 
—Post to the Lcdg<H’, and extra<‘t Tviixl J^alance. 4\vlor pays all his receipts 
direct into the Bank, and pays everything by cheque. 

19.. 

Jan. 3. Received J. Hogan’s cheque, £380—discount, £20. 

, 4. Sold P. Craven, goodo, £200. 

5. Dispatched credit note to T. Dickie, for goods returned, £70. 

Paid wages and salaries, £200. 

6. Peceiv 'd P. Craven’s cheque, £190—discount, £10. 

7. Received A. Graham’s cheque for balance of account, £595 — 

discount £5, 

9. j'ai ’ Little ^Jo. cheque for balance* of account, £620. 

, iO Boifght of C'Ummins & Co., goods, £700. 

„ i?. Drew out for jx*rsonal expenses, £100. (Dr. Drawhigs, CV. Bank.) 

„ 13. Paid Wages and Salaries, £150. 

H. ’ash received for r(*ady money sales, £20 
^old J. Henderson, goods, £5W. 

Received J. Henderson’s cheque, £380—dLscount, £20 
i6. Received credit note from Cummins & (’o., in respect of goods over 
priced, £50. 

,, 17. Paid Cummins & Co., £95—discount, £5. 

, ^0. Received N, Lynch’s cheque, £190—discount, £10. 

Mold A. Graham, goods, £650. 

, 20. Paid CarUir & Co. cheque, £410. 

Paid Brown & Co. cheque, £500. 

Paid Wages and Malaries, £120. 

„ 21. Cash received for ready money sales, £30. 

23. John Taylor paid in further capital, £527 10s. 

Received T. Dickie’s cheque, £333—dLscount, £J7 
Received J. Littlejohn’s cheque, £285- discount, £16. 

H. On Slst Decernl)er the Cash Book showed a balance of £1,500 as 
Ca.sh at Bank, but the Bank Pass Book made nj) to the same date showed that 
cheques for £70, £90, and £1(K) respectively^ had not been presented for payment; 
also cheques to the amount of £210 paid into the account had not yet been 
cleared. Find by means of a Reconeiuation Statement the balance shown in 
the Pass Book. 


I. What do you understand by a Bank R^^conciliation Statement ? Prepare 
one with imaginary figures to illustrate your answer. 


J. What do you understand by the Im])rest System as applied to Petty 
Cash 7 Give a suitable ruling for a Petty Cash Book, Illustrate with six 
specimen entries. 
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K. To illustrate the Imprest System of petty cash, make out in columnar 
style a model Potty Cash Hook with an imprest of £20 and payments amounting 
to £16 during the month, then balance the book 


L. On Lst January, 19.. a cheque for £40 was handed to the petty cashier 
to meet disbursements for the month, which were as follows :— 


19.. £ s. d. 

Jan, 1. Postage Stamps . .500 

Carriage ....... 15 6 

Telephone . . . . . 2 

„ 2. Envelopes . . . . .12 6 

Fares ........ 46 

Toilet Soap ....... 20 

„ 3. Postage Stamps .... .500 

Trunk Call.3 9 

„ 8. Carriage.6 9 

„ 10. Paid Edgeley & Co.’s account . . . . 2 10 0 

„ 13. Postage Stamps . . . . . .500 

Shorthand Note Hooks . . . . . 12 6 

„ 18. Telephone ....... 10 

^ Window Cleaning ...... 26 

22. Carriage.3 4 

Fares.10 

„ 25. Postage Slamps.5 0 0 

„ 27. Envelope's.17 6 

Carriage . . . . . . .342 

Fares to Cardiff.1 17 6 

Teleplione. 9 

„ 30. Postage Stamps.5 0 0 


You are ix'.quired to prepare a Petty Ciush Accomit in analysis form, using 
the Imprest System. Rule off the account at Jan. 31st, obtain a cheque from 
the cashier to bring the balance in hand up to the amount of the original 
imprest sum, and carry down the balance. 


M, A client banks all cheques received, and pays wages, petty cash and sundry 
expenses, including his own drawings, out of the ready money takings, sometimes 
banking some of the latter if not required for cash payments. He pays by 
cheques for purchases and payments other than those mentioned. Draft a 
form of Cash Hook with imaginary entries illustrating the method you would 
recommend him to adopt. 


N. A trader receives a considerable number of post-dated cheques in settle¬ 
ment of debts. How do yt)u consider he should deal with these in his books of 
account ? 









CHAPTER IV 


THE LEDGER; ADJUSTMENTS ; 
PREPARATION OF FINAL ACCOUNTS 


The Ledger is the book of account which contains, in a suitably 
classified form, the final and permanent records of a trader s 
transactions. For the reasons already explained, the entries are 
first collected together into suitable groups in books of prime 
entry, e.g.. Cash Book, Journal, and Day Books, and are posted 
therefrom, either individually or in total, to the ledger accounts. 


Classification of Ledger Accounts. 

I:‘ vhe -ase of a small business all the ledger accounts can be 
accOMocodated in a single Amlume, and the whole of the postings 
can ejected by one book-keeper, but when transactions are 
exi.iisive and the ledger accounts correspondingly numerous, it 
bec< • necessary to divide the ledger into sections, each of 
v^hirh IS bound into one or more separate volumes. 

in carrying out such subdivision the principles of system¬ 
atic classification, w^hich were followed when expanding the 
journal into the Hales Day Book, Purchases Day Book, etc., are 
again applied. Accounts of a similar nature are grouped together 
into ledgers, labelled to indicate their contents. Thus the 
accounts of debtors arc kept in a ‘‘ Sales or Debtors '' ledger, 
and tl 3 accounts of creditors in a “ Purchases or “Creditors'" 
ledger. 

The division of the ledgers will vary according to the 
nature and size of the business, but the broadest division is as 
follows :— 

1. Sales Ledqeks, containing only accounts with customers 

(debtors). 

2. Purchases Ledgers, used to record dealings with suppliers 

(creditors). 

3. General Ledger, containing all other accounts. In most 

(.‘ases this ledger is divided into two parts : 

(а) Impersonal Ledger, containing both real and nominal 

accounts ; e.g., machinery, discounts, etc. 

(б) Private Ledger, containiiig accounts of a particularly 
private nature which disclose the financial standing of 
the business, such as capital, profit and loss, etc. 



THE LEDGER 


87 


An alternative division of the General ledger is:— 

(a) Nominal Ledger, containing the nominal accounts of 
income and expenditure, e.g., interest receivable, wages, 
etc. 

(6) Private Ledger, containing all accounts not included in 
the Personal (debtors and creditors) and Nominal 
Ledgers, e.g., machinery, investments, capital, profit 
and loss, etc. 

In this book the term “ General Ledger ' will be used to refer 
to the ledgers, other than the Sales or Purchases Ledgers, however 
subdivided. 

The chart on page 88 shows clearly the inter-relationship of 
the ledger (in its chief subdivisions) and the subsidiary books 
of prime entry. The journal, although a most important book, 
is excluded because the transactions passing through it are of a 
miscellaneous character, involving every conceivable combina¬ 
tion of debits and credits, and affecting the whole of the 
ledgers. 

Where accounts with debtors and creditors are very numerous, 
the personal ledgers are still further subdivided—alphabetically, 
geographicalJy or otherwise. An alphabetical subdivision into 
a group of three ledgers may be arranged to include respectively 
the accounts of persons whose names commence with the letters 
A to F, G to 0, and P to Z. A geographical subdivision is based 
on a regional classification according to the addresses of the 
persons concerned, and the grouping may be arranged in any 
convenient way, e.g, :— 

(1) London and home counties. 

(2) Southern counties. 

(3) IMidland counties. 

(4) Northern counties. 

(5) Scotland, 

(6) Foreign. 

A convenient and easily-worked geographical method is to 
divide the country into travellers’ or agents’ areas, ignoring 
county boundaries, etc. This system is of value as it considerably 
reduces the labour involved in checldng travellers' commissions 
on sales, comparing the annual volume of business received 
from various travellers, and obtaining other statistical informa¬ 
tion regarded as essential in up-to-date businesses. 


The Nature of Entries in the Ledger. 

Broadly, it may be stated that debit entries in the ledger 
represent either assets, expenses or losses, while credit entries 
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represent liabilities, income or profits; but if each of the three 
classes of ledger accounts is considered more specifically, the 
nature of the entries therein may be summarised as follows :— 

(а) Personal Accounts. A debit entry signifies the 

creation of a debt due by the person whose name 
appears at the head of the account (e.g., a sale), or 
the extinction of the whole or some portion of 
a liability to that person (e.g., cash paid, bill pay¬ 
able, purchase return). 

A credit entry signifies the creation of a liability to the 
person named on the account (e.g., a purchase), 
or the complete or partial extinction of some debt 
due by that person (e.g., cash received, bill receiv¬ 
able, sale return). 

(б) Real Accounts. A debit entry signifies the creation 

or extension of an asset, e.g., purchase of buildings, 
plant and machinery, investments, etc. 

A credit entry records a reduction in the book value of 
some asset, e.g., by sale of a portion of the asset, 
or writing down the book value thereof by means 
of depreciation. 

The cash book, which is a real account separately bound, 
is debited with increases and credited with reduc¬ 
tions of the balance from time to time in hand. 

(c) Nominal Accounts. Losses or expenses are ex¬ 
pressed by debit entries ; profits or gains by credit 
entries; e.g., Wages paid '' appears as a debit 
in Wages Account ; “ Rents received '' is cr edited 
in Rent Receivable Account. 

Suspense Accounts. 

A Suspense Account is a ledger account in which items in 
abeyance are temporarily recorded, i.e., any items which, owing 
to insufficient data, cannot at the time of entry be posted to their 
correct accounts. For example, if A receives £1 from his customer 
/?, the entries in A's books would be :— 

£ s. d. £ 8. d. 

Ciish Account . . . Dr. 10 0 

To B"8 Account ... 100 

But if A received through the post on 1st January a postal 
order for £1 without any indication of the sender's identity, and 
on 10th January he discovered that the remittance came from 
if, book-keeping entries would be : — £ s. d. £ s. d. 

Jan. 1. Cosh Account .... Dr, 100 

To Suspense Account .... 100 

„ 10. Suspense Account .... Dr. 100 

To B'a Account. 


1 0 0 
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A Suspense Account may also be used when a difference is 
disclosed by the Trial Balance, the difference being debited or 
credited thereto ponding the location of the error(sy responsible 
therefor. This subject is dealt with more fully later on in this 
Chapter (see page 109). 

Personal Accounts—Bad Debts. 

Examples of personal accounts are given in Chapter I, and 
these do not need further illustration as far as ordinary trans¬ 
actions are concerned. Occasionally, however, a trader incurs 
a ‘‘ bad debt,"" through the failure of a customer to pay either 
the whole or part of an amount due from him. 

When it becomes known that a debtor's balance is irrecover¬ 
able, and that it no longer represents an asset, the personal account 
must be closed by transferring the loss to the debit of a Bad Debts 
A(*count, in wliich all the b^ debts are collected pending their 
trr.tjjjier to the debit of the Profit and Loss Account at the end 

the fiiiancial year. 

Wlien a debt is written off in this way, the debtor is regarded 
as bei ig 'o unlikely to pay the amount owing, but it some¬ 
times happvjRs >hat a turn of fortune or an unexpected distribu¬ 
tion tro.u the debtor's trustee results later on in the discharge 
uitiu. of the whole or of a part of the debt due from him. In 
suen ' ’.e. I Ilf creditor may adopt one of two methods of record¬ 
ing the trausaetion in his books :— 

(c) He may adopt the method shown in the following 
example, and simply post the amount received from 
the Cash Book to the credit of the Bad Debts 
Account, thereby reducing the total amount to be 
written off for the period ; or 

(b) He may post the amount from the Cash Book to the 
credit of the personal account, and then by means 
of a journal entry transfer it to the credit of the 
Bad Debts Account. 

The first method is the more direct, but the latter provides 
in the personal account concerned a n'cord which may afford 
useful information at some future date, although by the first 
method it is usual to make a meim^ran Jum of the payment in the 
personal account concerned. 


p:xample. 

On Ist January A. Royal owes the sum of £62 in respect of goods supplied. 
He becomes bankrupt, and his tiustee pays a first and final dividend of 10s. in 
the £ on 1st February. Another debtor, B. Brock, has owed the sum of £24 
for a considerable period, and letters requesting payment have been ignored, 
the last being returned marked “Gone—-no address.*’ On 4th April it is 
decided to write off the debt as bad, and this is done; on 17th September, 
howe ver, B. Brock sends a cheque in full settlement. Enter these transactions 
in the Journal, Cash Book and Ledger, and close the books on 31st December. 
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JOURNAL. 


19.. 

Feb. 1 


Bad Debte Account . . . Dr, 

To A. Royal ..... 
Being bad debt written off owing to 
bankrujdcy of debtor. 


Apr. 4 Bad Debts Accomit . . . Dr. ' 

To B. Brock . . , . . ; 

Beijig bad debt written off owing to fact \ 
that debtor cannot be traced. I 

D(^c. 31 Profit and Loss Account . . 7>r. j 

To Bad Debts Account . . . i 

Being transfer of bad debts for the 
year ended IMst Decejnber, 19.. | 


|j £ 8. d. £ s. d, 

1 26 0 0 

II 26 0 0 


24 0 0 


24 0 0 


26 0 0 ; 


26 0 0 


-Or. CASH BOOK {Extracts). Cr. 


19.. * 





19.. 


£ 

Feb. 1 
Sep. 17 

1 To A. Royal 
; „ Bad Debt 

Re- 


26 

Doc. 31 

By Balance . 

. c/d 50 

covered 

Brock) 

(B. 

i 

' 

24 









£60 


1 

; £60 

19.. 
Jan, 1 

j 

To Balance . 

. 


50 

■ 




Note. —In practice th(*rc would, of course, be many other items in the Casli 
Book but as the question says “close the books on 31st December” the Cash 
Book has been balanced off on this date on the basis of the information available. 


Dr. 


A. ROYAL. 


Or. 

19.. 


£ ij 19.. 


£ 

Jan. 1 

To Balance , 

. b/d 62 1 Feb. 1 

By Cash 

26 




„ Bad Debts 

26 

i 


: £62 j 

i ^ 1! 


£52 

Dr. 


B. BROCK. 


Cr. 

19.. 


! £ ,j 19.. 


1 ! ^ 

Jan. 1 

To Balance . 

. \h/d\ 24 jl Apl. 4 

By Bad Debts 

24 


II 


Dr. BAD DEBTS ACCOUNT. Cr. 


19.. 


j 

£ 

1 ■ : 

i 19.. 


£ 

Feb. 1 

To A. Royal . 

i 

26 

Sep. 17 

By Cash (B. Brock) 

24 

Apl. 4 

„ B, Brock . 


24 

Dec. 31 

„ Profit and Loss 




i 


1 

Account 

26 



£50 

L 

1 


£60 
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In addition to writing off tlie debts as bad (as explained above) 
an entry can be made in a Memorandum Bad Debts Ledger in 
order to retain a permanent record of debts that have been 
written off. In this way such debts are available for periodical 
reference in the eventuaJity of an improvement in the affairs of 
the customers to which the debts relate or the location of a 
customer previously untraceablc, thus enabling the trader to re¬ 
view, from time to time, the possibility of recovery of debts 
previously written oft’. 

Real Accounts and their Adjustment. 

Real accoimts contain a record of the assets owned by a trader, 
being debited at the outset with the cost price of the assets. 
Most assets are not, however, ])ermanent ; they become of loss 
value each year and eventually need to be replaced. Such 
decrease in value, whicli is termed ‘‘ depreciation,” may arise 
through one or more of sev(n‘al causes, according to the nature 
ot i.he asset concerned and th(i use to which it is put. 

Denrc.uation may be defined as the decrease in value of an 
asv^et through an^ cause ; as it represents a loss or expense of 
carrying on business, it iiiust be recorded in the books of account 
in order tkrj:, the true profit or loss on trading may be ascertained 
aul the., the tiue ]jrcsent value of the assets may be shown in the 
Jhilrmce Si^eet. 

ly o ,^*cic hon arises chiefly through :— 

(a) 'Veai^ and Tear. The decrease in value through 
use, as in the case of machinery. 

(h) Effluxion of Time. The automatic reduction in 
value resulting from the passage of time, e.g., a 
lease for ten years costing £1,000 becomes valueless at 
the expiration of its term, and depreciation from this 
cause takes place to the extent of £100 per annum. 

(c) Obsolescence. This is a source of depreciation 
which arises if an asset is rendered obsolete 
through its being superseded by a similar one of 
a new and improved type; e.g.. it may be necessary 
to scrap a machine which is uractically new, owing 
to the introduction of an improved type, which does 
the same amount of work at half the running cost 
of the old pattern. 

Theoretically, as depreciation is continuous, it should be 
recorded from day to day, or even from hour to hour, but as 
this is impossible, it is the custom to write off the loss resulting 
from wear and tear or effluxion of time at the end of each trading 
period. As the loss which may arise through obsolescence can 
neither be ascertained in advance nor estimated, it is usual to 
ignore it in providing for depreciation, and to write off any loss 
under this heading as soon as pos.^ible after an asset is super¬ 
seded by an improved one (see page 99). Alternatively, an 
attempt may be made to take obsolescence into account by writ- 
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ing off depreciation over a smaller number of years than would be 
necessary if there were no possibility of obsolescence. This 
alternative method whereby obsolescence is taken into account is 
frequently encountered nowadays in cases where it is reasonably 
certain that the asset will become obsolete in a number of years 
(e.g., motor vehi(;]es and electiical equipment). 

Several methods of calculating the annual charge for deprecia¬ 
tion are adopted in practice. Of thes*, tlie two simplest and most 
generally used will now be considered. They are known as the 
“ Fixed Instalment System ” and the “ Reducing Instalment 
System ” respectively. 

Fixed Instalment System of Depreciation. 

This method involves a knowledge of:— 

(1) The present book '' value of the asset; 

(2) The estimated date when the asset will cease either 

to exist or to give useful service ; and 

(3) Theestimated residual or scrap value (if any) of the asset. 

Froin this information the annual charge for depreciation 

is a.scertained by dividing the present book value, less the 
residual value, by the life of the asset, expressed in years. An 
equal amount is then written off each year by crediting the 
account of each asset involved, and debiting the Profit and Loss 
Account so that the book value of the asset is reduced to the scrap 
value or entirely eliminated, as the case may be, by the end of 
the period estimated to be the “ life of the asset. 

This method is very simple and convenient when the asset 
comprises a single unit, such as a lease, but it does not work 
satisfactorily when apphed to an asset which is frequently 
changed by the disposal of worn-out units and the acquisition 
of new ones, e.g., Plant and Machinery, because in such a case 
each entry in the asset account involves a separate calculation 
for depreciation. 

EXAMPLE. 

On 1st January, 193S, X purchased a motor van for £800. He estimates 
that at the end of five years it will be worth only about £70 as scrap, and 
decides to provide for depreciation by the Fixed Instalment System. 

Set out the journal entry, writing off the first year’s depreciation, and show 
the Motor Van Account, written up to 31st December, 1942, assuming that X 
closes his books on Slst December each year. 

JOURNAL. 

I ' £ s. d. £ s. d. 

Profit and I^ss Account . Dr, * 146 0 0 

To Motor Van Account . . ! ii 146 0 0 

Being depredation Jor the \ i| 

year 193S written off. ! i! 


Note : The annual amount of depreciation is arrived at thus :— 

Book value.£800 

Less Residual Value.70 

£730 
. £146 


1938 
Dgc. 31 


One-fifth thereof 
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Dr. 


MOTOR VAN ACCOUNT. 


Gr. 


1938 
Jan. 1 

To Cash . 

£ 

1 800 

1938 
Dec. 31 
31 

i By Profit and Loss Account 
„ Balance cjd. 

; 146 
! 654 



1 £800 



1 £800 

1939 
Jan. 1 

To Balance bjd. 

, 054 

1939 
Dec. 31 
„ 31 

By Profit and Loss Account 
„ Balance cjd. 

1 

146 

1 508 



£054 



j £654 

1940 
Jan. 1 

To Balance bid. 

508 

1940 
Doc. 31 
„ 31 

By Profit and Loss Account 
„ Balance cjd. 

146 

362 



£508 



' £508 

IDU 

Jan. 1 : 

To Balance bjd. . 

'MVi 

1941 
Dec. 31 

M Jl 

By Profit and Loss Account 
„ Balance cjd. 

146 

1 216 



£302 



£362 

' C'42 
Jan. ! 

onlance bjd. . 

210 

1942 
Dec. 31 
„ 31 

By Profit and Loss Account 
„ Balance cjd. . , i 

146 

70 



£210 



£216 

) f? “ , 

JdL ’ 

To f/'lance 6/d. . 

70 





ti: : Th: anuual charge? uf £I4() may alternatively be debited to Prolit and 
Loss A‘cc mt via Depreciation Account. See page 9S. 


Plant Registers. 

It has been stated that one of the drawbacks of the Fixed 
Instalment System is that where additions and/or disposals of 
umts oi the asset are numerous, complications arise in computing 
the annual depreciation charge. This drawback may be largely 
overcome by the use of a Plant Register, which takes the form of a 
record relating to each item of plant purchased and used by the 
business. A ruling for such a register would depend upon the 
nature of the plant and the statistical information which it is 
required to iweserve, but that on the opposite page would serve 
as a general ruling . 

The register, which may be kept in loose-leaf or card form, has 
the following advantages :— 

(1) It preserves a financial and statistical record relating to 
individual items of plant, showing, in particular :— 

(a) Original cost and date of acquisition ; 

(b) Dates and cost of subsequent additions or improve¬ 

ments ; 
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(c) Basis upon which depreciation is charged and amount 
written off each year ; 

(rf) Balance remaining on the asset account at any given 
time, i.e., original cost plus additions less depreciation 
written off. 

(2) It prevents depreciation from being charged in respect of 
any individual item of plant after its entire cost has been written 
off. On the other hand, it ensures that any losses incurred on 
the sale of assets before the end of their anticipated working life 
are not lost sight of. 


Tyy)o of Machine 

Ref. No. 

Situation. 


RoinfJrks 

Date. Particulars. Amount. [ Dc]»n. Ral. fwcl. Repairs,etc. Notes. 


(3) The adequacy of the amounts provided for depreciation 
in the past can be checked and a more acciuatc basis adopted 
for new items. In particular a rate may be fixed for each item 
of plant and the total provision for depreciation can thus be 
calculated with greater accuracy. 

(4) The book value of ])lant shown in tlie Balance Sheet 
can be substantiated by a detailed schedule of individual 
machines, etc. 

(5) If the expenditure on repairs to each item of plant is 
recorded, the ratio thereof to the capital value may be computed, 
thus affording valuable data as to the relative efficiencies of 
different machines, etc. 

(6) In the case of movable plant (e.g., contractors' plant) a 
valuable check is afforded on its continued existence in the 
possession of the owners. 


PLANT REGISTER. 


.Bate of PurchaRe.Estimated Life. , 

.Makers.Estimated Sera]) Value... j 

.Suppliers.Deju'eciation Rate. j 

Income Tax, Wear and i 

Tear Alice. i 
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Reducing Instalment System of Depreciation. 

In this system, as in the Fixed Instalment System, it is neces¬ 
sary to know the cost of the asset or its present value as shown 
in the books, and to estimate the residual value and the Hfe of 
the asset to be depreciated. 

A fixed percentage is then written off the diminishing 
value of the asset each year, so that, at the end of the 
life of the asset, its value as shown in the books coincides 
approximately with the estimated scrap value. This method is 
generally used for sucli assets as Plant and Machinery, Fixtures 
and Fittings, etc., as the calculation of the charge for deprecia¬ 
tion is not complicated by sales of a portion of the assets or by 
additions thereto. 

The annual charge, which is credited to the asset account 
and debited to Profit and Loss Account, is at a constant rate 
per cent., but its actual amount naturally diminishes as the book 
v^-due of the asset is reduced by successive credit entries for 
<l'prt.ciation. 

Ai first siglit this method appears to burden the Profit and 
Loss A :e,oiuit with an unfairly heavy charge for depreciation 
daring .iip eaJy years ot the life of the asset, but having regard 
1 1 the ‘ad iJiat the expenditure on repairs and renewals (which 
IS ruite distinct from depreciation) is negligible when the asset 
is an ^ tends to increase as the asset becomes older, the net 
resuji 2 S not Inequitable, the increasing cost of ropai^s, etc., being 
fo ?om.e extent by the decreasing charge for dep‘re(;iation. 

EXAMPLE. 

On 1st January, 193S, X purchases three machines for £900, and adds two 
otJier machines, costing £300 each, on Jst June, 1939 and Ist February, 1940, 
respectively. He decides to provide for depreciation under the lleducing 
Instalm^'iit System by writing off 20 p<jr cent, of the diminishing value each 
year, uhow the journal entries writing off depreciation for the first two years 
and write up X's Machinery Account for the five years ending 3ist December, 
1942. 


JOURNAL. 


193S 
Dec. 31 

Profit and l/iss Account . Dr. 

To Machinery Account . - j 

Being depreciation /or the j 
year 1938 mitten ofj {20% 
oj £900). 

1939 

i ; 

Dec. 31 

Profit and Loss Account . Dr. 

To Machinery Acemmt . . | 

Bein^ depreciation Jar th^ j 
year 1939 mitten ofJ (2C% i 
of £900--£180) . . 1 

' 1 


£ s. d. £ 8. d. 

180 0 0 

180 0 0 


144 0 0 


144 0 0 


!l 

1 ! 
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Dr. MACHINERY ACCOUNT. CV. 


1938 



£ 

B. 

1 

d. 

1938 



1 £ 

8. 

d. 

Jan. 1 

To Cash 


900 

0 

0 

Dec. 

31 

By 

Profit and Loss 

[ 








1 



Account 

' 180 

0 

0 







»» 

31 

ff 

Balance . 

cld. 

720 

0 

0 




£900 

0 

0 





'' £900 

0 

0 

1939 






1939 



j _ — 



Jan. 1 

To Balance 

hid. 

720 

0 

0 

Dec. 

31 

By 

Profit and Loss 











Account 

144 

0 

0 

Juno 1 

„ Cash 


300 

0 

0 


31 

- 

Balance . 

cld. 

876 

0 

0 




£1,020 


0 






£1,020 

0 

0 

1940 






1940 



' 



Jan. 1 

To Balance . 

bid. 

876 

0 

0 

Dec. 

31 

By 

Profit and Loss 

1 










Account 

175 

4 

0 

Feb. 1 

„ Cash 


300 

0 

0 

” 

31 


Balance . 

cld. 

1,000 

16 

0 




£1,176 

0 

0! 





£1,176 

0 

0 

1941 






i 1941 






Jan. 1 

To Balance . 

bfd. 

1,(K)0 

16 


i Dec. 

31 

By 

Profit and Loss 

1 







0 j 




Account 

200 

3 

2 

1 

1 





1 ” 

31 


Balance . 

eld. 

. 800 

12 

10 




£1,000 

16 

'^1 

1 




£1,000 

16 

0 

1942 1 





1 

1 

i 1942 



1 



Jan. 1 1 

To Balance . . 

bjd. 

800 

12 

10! 

; Dec. 

31 

By 

Profit and Loss 




j 





1 



Account 

160 

2 

7 



\ 



li 

31 

- 

Balance . 

cjd. 

640 

10 

3 


I 


I £800 

12 

10 





" £800 

12 

10 

1943 

I 












Jan. 1 

To Balance . 

bid. 

j 640 

10 

3 




i 

i 





It should be noted that opinions differ as to the correct 
method of treating additions in the first year of their e xistence. 
Tlie following methods have been advocated. They do not 
introduce any real difficulty. 

(1) The additions are ignored by the calculation of de¬ 

preciation on the opening balance of the account, 
e.g., in the case of the above example depreciation 
on the machine purcliased on 1st June, 1939, is 
ignored until 1940. This is the method usually 
employed and has been used in the above example. 

(2) The additions are included in the calculation of de¬ 

preciation by basing the calculation on the dosing 
balance, e.g., in the case of the above example de¬ 
preciation at the full rate of 20 per cent, is included 
in 1939 in respect of the machine purchased on 1st 
June, 1939. This is the most conservative method 
and is advocated by some authorities for this reason. 

(3) The additions are depreciated proportionately, by 

applying to them that fraction of the normal rate 
which is equal to that fraction of the year during 

D 
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which they have been in possession. This method 
is frequently applied in practice where there are 
important additions, e.g., if, in the above example, 
it was decided to provide for the depreciation in 
1939 of tlie machine })urchascd on 1st June, the £144 
Avritten oft* would be increased by £35, being seven 
months’ dejneciation on £300 at 20 per cent, per 
annum. 

It is held by some accountants that the ledger entries de¬ 
scribed on })age 93, i.e., debiting Profit and Loss Account and 
crediting the .Vsset Account with the amount of depreciation, 
•give too little information. Thus, an entry '' Ly Profit and Loss 
Account ” in the Plant A(icount may rej)resent depreciation, loss 
on sale, or obsoIcscen(*e. The system recommended involves the 
use of an account headed Depreciation,” to which all entries 
tor pure depreciation are debited, the corresponding credit entry 
‘ eiiig By Depreciation Acc^ount ” in the account of the asset 
nivolvcd The total of the debits in the Depreciation yVccount 
will he carried to the Profit and Loss Account in the usual way at 
the jj.I of the period. This method obviously involves extra 
Jalynu and i. thcicfore not recommended for use in an examina¬ 
tion ' nr it is one that is often found in jnactice. 

It iS important to observe that whereas under the Fixed 
ins ;' nf'n., system, a fixed depreciation percentage charged each 
yea.!^ upon the original cost will eliminate the asset during its life, 
the sanu. percentage, if calculated on the diminishing book value, 
will leave a substantial balance on the account at the end of the 
life of che asset. 

ITnluss a residual value is decided upon, the calculation of a 
depreciation rate by the Reducing Instalment System is impos¬ 
sible ; for no rate less than 100 per cent, can redm e any balance 
to zero, hoAvever small that balance may be, cind a rate of 100 
i:)er cent, wnuld cliarge the whole of tlie cost of the asset to 
revenue in the first year. 

Depreciation distinguished from Fluctuation. 

Other methods of providing for depreciation are dealt with in 
Chapter VII, but it should be noted here that the term “ deprecia¬ 
tion ” is not synonymous with fluctuation in value.” A trader 
may purchase some machineiy the useful life of which is esti- 
njiated at twenty years, and he may arrange the depreciation 
charge on that basis. Twelve months later, the current market 
price of similar machinerv , owdng perhaps to over-production, or 
possibly to improvements in methods of manufacture, may fall, 
possibly by 40 per cent. From the trader’s point of view, there 
is no necessity—while his business's a going concern—to take into 
account the reduction in the market value of the asset, provided 
that he has arranged to write off the cost (less scrap value) during 
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its working existence. In circumstances such as these, there is 
no reduction in the revenue-earning capacity of the machinery, 
and the trader would, in fact, incur actual loss only if he was 
compelled for some reason to sell the machinery concerned. 

Obsolescence of Plant and Machinery. 

As a result of the adoption of new methods and of the 
invention of new processes and machinery, manufacturers some¬ 
times find that their plant and machinery has become out of date, 
and that unless the new and more efficient type of machinery 
is installed they will probably suffer loss of trade, or at any rate, 
loss of profits. In such circumstances it becomes necessary to 
scrap existing plant, although it may still be good for several 
years’ service, and to instal new plant. The loss revealed on the 
existing plant account may be too severe to be properly chargeable 
against the profits of one year only. Accordingly, after crediting 
to the Plant Aecomit the amount realised on the sale of the 
obsolete plant, the resulting deficiency may he transferred to an 
‘‘ (Obsolete Plant Suspense Account,” which is written down 
gradually by the debit of a proportionate jjart to Profit and Loss 
Account, and the loss is thus spread over a limited number of 
years—the feweT the better. 

It is sometimes held that, theoretically, the balance of the 
“ Obsolete Plant Suspense Account ” should be written off over 
a period equal to the average estimated useful life remaining to 
the plant scrapped ; the reason given being that the improved 
plant would normally have been purchased when the old plant 
was worn out; as it has been purchased earUer, the inter¬ 
vening years have received an “ Advance benefit,” and the cost 
should be written off against the profits of those yearr. As a 
matter of accountancy theory this treatment has its good points, 
but in business it is advisable to Avrite off losses as rapidly as 
possible, and this course shoidd always be adopted in actual 
practice. 

Nominal Accounts and their Adjustment. 

Nominal accounts are those which record the trader’s ex¬ 
penses and losses, his income and liis gains. At the end of each 
trading period (yearly, half-yearly, etc., as the case may be) 
the debit balances of these accounts are transferred to the debit 
of the Profit and Loss Account, and the credit balances are 
similarly transferred to the credit of this account. 

In order that the true trading result may be disclosed, it is, 
of course, essential that the whole of the expenditure incurred 
(whether actually paid or not) and that the whole of the losses 
sustained (whether actually ascertained or only estimated) 
during the period covered by the Profit and Loss Account should 
be charged against the profits for that period. In a similar 
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manner, the income or gains (whether actually received or not) 
in respect of the period under review should be credited to the 
Profit and Loss Account against the expenditure properly charge¬ 
able to such period. 

In practice, however, it is almost invariably found that at 
the closing date of the trading period some expense or outlay 
relating to that period has been incurred, but that it has 
not been charged in the accounts ; or, conversely, that ex¬ 
penditure recorded in the accounts covers a period which extends 
beyond the closing date of the trading period. Similarly, it is 
found that income applicable to the current period has not yet 
been received, or that income received during the current period 
relates wholly or partly to the succeeding period. Accordingly, 
adjusting entries must be made in order to ascertain the true total 
income and expenditure for the period to which the accounts relate. 

EXAMPLE. 

X started business on 1st January, 1941. The rent of his business premises 
£50 ' [x^r annum, Payable at the end of March, Jime, September, and December. 
The rak‘3 on tho premises, which are payable in advance, amount to £100 for 
the I*'rird frrnn Lst January to 31st March, 1911 ; £200 each for the half years 
TO 30i'> '>epieu -or, 10 H and 31st March, 1942. Assumim? that the following 
nayuM ‘-s 'vore plcIc f')r rent and rates, write up the nominal accounts m\ olved, 
aiid cl:*, the accounts as at 31st December, 1911. 

Payments foi; Kent. | Payments for Rates. 

If- 19*11. 

April 1. 3 ir\o3. to 3ist March 1911 £125 I Jan. 4. 3 raos. to Slat Ma'rch. 1941 £100 

JuK ,, „ 30th June, 1941 125 i April 13. 6 ,, „ .3()th Sept., 1941 200 

Oct. 5. „ „ 30th Sept., 1941 125 ! Oct. 4. 0 „ „ 3Ut March, 1942 200 

1942. i 

Jan. 2. „ „ 3l8t Dec., 1941 125 ' 

In the above example, it will be seen that, while the rent of 
Z s premises is £500 per annum, he has actually paid during the 
year 1941 only £375. 

In order to obtain accuracy in the Profit and Loss Account 
and balance Sheet, it is necessary to record that:— 

(a) The expense of a further quarter's rent has been 
incurred ; 

(b) At 31st D(3ccmber, 1941, X bad a liability of £125 in 

respect of (a). 

The adjustment necessitated by these two items may be 
effected in the books by passing a journal entry as follows :— 


JOURNAL. 


1941 
Dec. 31 


Rent Account (1941) . . . Dr. 

To Rent Account (1942) 

Being 'me quaHefs rent tccruexi but 
unpaid at this d<ite. 


£ £ 
125 

126 
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The Rent Account, after effect has been given to the above 
adjustment, will appear as under :— 


Dr. RENT ACCOUNT. Cr. 


. 

1941 

11 

£ il 1941 



£ 

April 1 To Cash 

1251! Dec. 31 

By Profit and Loss 



July 4 „ „ . . 

125 i| 

Account . 


600 

Oct. 5 „ „ . . 

125 ! 




Dec. 31 „ iieserve . , cjd. 

125 1 

1 1 





1 



£600 

1942 1 

i 1942 




Jan. 2 : To Cash . . | 

125 Jan. 1 

By Reserve . 

: bid 

125 


Note .—The balance of £125 brought down is shown in the Jialance Sheet as 
a liability and the IVofit and Loss Account is charged with a full year’s rent, 
notwithstanding the fact that only three-quarters thereof has actually been 
paid during the year under n view. 

In the case of the amount paid in respect of rates, the position 
is reversed, for a sum representing the rates for the first three 
months of ] 042 has been paid in advance. It is therefore necessary, 
on closing the books at OLst December, 1941, to reduce the ehaige 
to Profit and Loss Account and to show the amount paid in advance 
as an asset. This is done by means of entries similar to those 
shown on page 100, Rates Account being credited in the old period 
and debited in the new period with £100. 

dOl'KXAL. 

1941 ; ! I f ' £ 

Dec. m j llatca Account (1042) . . . hr. ' i 100 

I To Katies Account (1041) . . . 1 I 100 

I Bciug (hire months' rates imid in. ad- 1 |i 

I ranee. I ; 


The Rates Account appears as follows, with the £100 brought 
dowji as a debit ])alance at the eoinmenccment of the next jieriod, 
thus :— 


Dr. RATES ACCOUNT. Cr. 


1941 


1 ,1 

f Ij 1941 



£ 

Jan. 4 

To Cash 

j 100 :! Deo. 31 

By Reserve . 

Ci'd. 

100 

Apr. 13 

ft It • • 

’ 200, „ 31 

„ Profit and Loss 



Oct. 4 

ft tt • • 

\_mj 

Account . 


400 



i £600 ;i 



£500 

1942 
Jan. 1 

To i’eserve . 

bid .; 100 ii 

i 

, i 
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The adjustments for rent and rates will appear in the Balance 
Sheet as follows :— 


BALANCE SHEET 
As AT 31st Oecembrr 1941 


Liabilities. 

Sundry Creditors: 
Rent Outstanding 


; Assets. 

£ £ 

! Sundry Debtors: 

125 1 Rates paid in advance . ; 100 


Similar reserves to the above are frequently necessary in 
respect of such items as :— 

(1) Wages ; e.g., reserving a portion of a week's wages from 

the last pay day until the date of the Balance Sheet 
when the latter is dated in the middle of a week. 

(2) Commission due to travellers, etc. The amount 

mu A be calculated, and reserved by debiting Com¬ 
mission Account and bringing down the item as a 
rredil balance, which is shown in the Balance Slieet 
as a 1'ability. 

{o} Insurance Premiums. These are payable in advance, 
and it is often necessary to credit the nominal 
a.jcount with a sum representing the unex])ired 
portion of the premiums paid, and to bring the item 
down as a debit balance, which appears in the 
Balance Sheet as an asset. 

(4) Advertising Charges. A trader frequently purchases 

space, or arranges for an “ advertising campaign," 
nimiing into two or possibly more trading periods. 
Even if the expense incurred is not paid in advance, 
an entry will be made increasing tiie trader's sundry 
creditors, so that an apportionment on the hnes 
indicated in the example abo\e Rates Account") 
becomes necessary if each period's trading is to bear 
its appropriate share of expenses. 

(5) Interest and Dividends on Investments. It is 

lieqiiently found that interest and dividends have 
accrued due on iixerl-interest bearing investments 
y t the end of the current period but have not yet 
been received. In such-cases an adjustment is neces¬ 
sary (providf*d there is no doubt that the interest 
or dividends will be received in duo course) in order 
that the Pn'jfit and Loss Account may show the true 
income for the period. The interest and dividends 
accrued due but not yet received must be calculated, 
and reserved for by crediting Interest and Dividends 
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Account and bringing down the item as a debit 
balance, which appears as an asset (Income Due but 
not Received) in tlie Ralance Sheet. 

(0) Rents Receivable. If a trader sub-lets a portion of 
his [)remises and the rents therefor are received in 
advance, it is often necessary to debit Rents Receiv¬ 
able Account with a sum representing the unexpired 
portion of the rents received during the current 
period, and to bring the item down as a credit balance, 
which aj)pears as a liability (Income Received in 
Advance) in the Ralance Sheet. 

These adjusting entries may be made direct in the ledger 
accounts, but for examination purposes it is advisable to make 
a corresponding explanatory journal entry. 


Alternative Method of Dealing with Apportionments in 
Nominal Accounts. 

« 

While the foregoing method of dealing with adjustments in 
the nominal accounts is recommended to the student, and is the 
one usually adopted in practice, some authorities advocate the 
transfer of outstanding items of the type referred to above, to 
specially opened Suspense Accounts, which in the cases con¬ 
sidered would be headed “ Reserve for Outstanding Rent 
Accountand “ Rates Paid in Advance Accountrespec¬ 
tively. If this method is used the journal entries will appear 
as follows :— 


JOURNAL. 


1911 
Dec. 31 


Rent Account .... Dr. ; 
To Reserve for Outstanding Kent 

Account . . . . . j 

Helnq oitc quarfrr's rcvl ((rented but j 
unpaid. i 


£ 

125 


31 


Rates Paid in Advance Account . Dr. \ 
To lliites Account . . . . ' 

Bnug tiiree mouths' rates paid in | 
adranee. I 


100 


£ 

126 


100 


The entries in the Profit and Loss Account are exactly the 
same as in the previous method, but at the date of the Balance 
Sheet the outstanding items appear on accounts which define 
exactly what the balances represent, instead of being brought 
down as balances on the nominal accounts. At the commence¬ 
ment of the ensuing financial period, to which the adjusted items 
are correctly applicable, the suspense accounts will be closed 
through the journal by the transfer of their balances to the relative 
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nominal accounts; i.e., in the above example, the Outstanding 
Rent Account will be debited and Rent Account will be credited 
with £125. whilst Rates Account will be debited and Rates Paid 
in Advance Account credited with £100. In due course the 
outstanding rent will be paid, and the Rent Account will be debited 
with £125 through the Cash Book, whereas the £100 to the debit 
of Rates Account will be included in the total of that account 
which is debited to the Profit and Loss Account for the ensuing 
period. 

Reserves for Discount and Bad Debts. 

In a similar mamier, reserves are customarily made for cash 
discounts which will become allowable to debtors as amounts 
due from them are paid, and also for possible bad debts ; the 
midcrlying principle being to show in the Balance Sheet, as nearly 
as possible, the net amount that will eventually be received from 
^i'mdry debtors. Reserves for discounts which will be allowed 
oy sundry creditors when amounts owing to them are paid are 
also made Li tlk same way in order to show the not amount that 
will - A ?nvr.ally be paid to creditors. 

I: n ujt ;>ossible to provide for the exact amount which will 
be als^vved to debtors in respect of cash discount, as this depends 
vrmi paytrient being made within the prescribed time. (See 
aAkV j’-cige .sr, ) It is, however, possible to fix an average per- 
,.euiage of tiic total, w^hich, in view of past experience, is hkely to 
approximate to (he discounts actually deducted, and this method 
is adopted in practice, the rate varying from l\ per cent, to 5 per 
cent. aeco'*ding to the niling rate for cash discounts in the case of 
the particular trade concerned. 

As previously stated, all debts known to be bad must be 
written off forthwith to the Bad Debts Account. In order to 
ensure that the debtors are not overstated in the Balance Sheet, 
a responsible official, assisted by the clerk in charge of the ledger 
concerned, sliould carefully review the whole of the debtors' 
balances as at the date of the Balance Sheet, and WTite off any 
amounts the recovery of which seems improbable, having regard 
to the length of time for which they have been outstanding, and any 
knowledge he may possess as to the financial position of the 
debtors involved. 

In addition to writing off actual bad debts and those which 
are anticipated to be irrecoverable, it is prudent to provide for 
possible future loss through bad debts by reserving a percentage 
of the total debtors. 

There are two meth(.)ds of recording this in the books :— 

(1) The amount to be reserved is debited direct to Profit 
and Loss Acccount, and credited to a Bad Debts 
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Reserve Account, the balance on the Bad Debts 
Account being debited to Profit and Loss Account; 
or 

(2) The reserve is debited to the Bad Debts Account and 
either credited to a Bad Debts Reserve Account 
as before, or carried down as a credit balance on the 
Bad Debts Account itself. 

Both the above methods are encountered in j)ractice. The 
entries relating to the creation and adjustment of reserves for 
bad and doubtful debts and discounts should be recorded in the 
Journal for memorandum purposes, a detailed narration accom¬ 
panying each entry. 

Debtors who fail to pay their accounts obviously cannot be 
allowed any cash discount, so when percentage reserves are made 
to provide for bad and doubtful debts and discounts respectively, 
the latter should be calculated uj)on the net total of debtors after 
deducting the amount reserved to provide for* doubtful debts. 

EXAMPLE. 

At IPst X's Discounts Allowed Account and Discounts Received 

Account showed discounts allowed to d(‘bt()rs and discounts received from 
creditors amounting to £54S and £190 respectively. I'he total amount owing 
by Sundry Debtors at that date, after writing off bad debts, was £12,500, whilst 
£S,4(K) was owing to Sundry Creditors. It is desired to make a reserve for bad 
and doubtful debts of 5 ])er cent, on tlu; total debtors, and reserves of 2| per cent, 
for cash (Jiscounts on dcbOjis and cr(‘ditors. The bad debts writUui off during 
the y(‘ar amounted to £342. VVriW uj) the Bad Debts and Discounts Accounts, 
and show how the items “ Sundry Debtors ” and Sundry Creditors ” would 
ap{)car in the l^alance Sliced- on 31st De('ember. 

METHOD I. 

Dr, BAD DEBTS ACCOUNT. Or. 


19.. I 

— I To Sundries 

i 

j 

Dr. 


Dr, 

19.. 

— To Sundries 

D* 


£ 8, d. 19.. : 

342 0 Oi Dee. 31' By Profit and Loss 
1 Account . 

£342 0 O;; 


BAD DEBTS RESERVE ACCOUNT. 

19.. i 

Dec. 31 By Profft and Loss 
Account (5% on 
£12,500) . 


DISCT)UNTS ALLOWED ACCOUNT. 




' — ' ..—~— 

£ 

s. 

d.i 19., 

548 

0 

o! Dec. 31 By Profit and Loss 



1 Account 

£548 

0 

0 

" "ii 


£ B. d. 


342 

0 0 

£342 

0 0 


Cr. 

£ 

8. d. 

625 

0 0 


Cr. 

£ 

s. d. 

548 

0 0 

1 £548 

0 0 
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Dr. 


19.. 
Dec. 31 


DISCOUNTS RKCEIVED ACCOUNT 


' 

1 ' 

1 ^ 

s. d.' 

19.. 


To Profit and lioss 


: 

— 

By Sundries 

Aeeourit 

190 

0 oi 


j 


1 

- 


j 


I £190 

0 0 




i 


! 



Cr. 


i fi. d. 
190 0 0 


£190 0 0 


Dr. 


RESERVE FOR DISCOUNTS ON CREDITORS. 


6V. 


19., 

1 

£ 8. d. 


Dec. 31 

To Profit and Loss 




Account f21% on ; 




£8,400) ; 

210 0 0 



Dr. 


RESERVE FOR DISCOUNTS ON DEBTORS. 


■ 

19.. 

j Dec. 31 

By Profit and Loss 

1 1 


Account on 

i ■ 1 


£12,600-£026) . 


METHOD T;. 

Dr. 


The items will appear in the Balance Sheet as show^n on page 107. 


BAD DEBTS ACCOUNT. 


Or. 

I £ 8. d. 

I 

' 296 17 6 

Cr. 


19.. 

! 


I £ R. d. 

'! 10.. 

1 

j 

i £ 8 . (1. 

— 

To Sund.-'es 


! 342 0 0 

; Dec. 31 

l^y Profit and laJS'i 

i 

Dec. 31' ,, Reserve for Bad 




AiH’onnt . . ' 

907 0 0 


and Doubtful 



1 




Delils on 




: i 



£12,600) . 

rid. 

025 0 0 


: ! 





£9fi7 0 0 

1 

I 


o 

o 





i 19.. 

I 







j.lan. 1 

By Reserve 

bid 

026 0 0 

Dr. 

DISCOUNTS ALLOWED ACCOUNT. 

Cr. 

19.. 



£ 8. d. 

10.. 

* 


£ 8. d. 

— 

To Sundries 


548 0 0 

I'ec. 31 

By Profit and Loss 



Dec. 31i 

„ Reserve for Dis¬ 




Account . 


844 17 fi 

f 

counts on Debtors 







1 

(2i% on £12,600 








-£()26) . 

cjd. 

29r. 17 fi 





1 



£S14 17 6 




£844 17 fi 





^9.. 



.... — 

i 

_ 



Jan. 1 

By Reserve 

bid. 

29fi 17 6 
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Dr. DISCOUNTS RECEIVED ACCOUNT. Or. 


19.. 


£ 8. d. 

19.. ! 

£ 8. d. 

Doc. 31 

To I’rolit and Loss 


— ! By Sundries 

, 190 0 0 


Account . . 1 

40G 0 0 

! 





Dc<*. 31| „ Reserve for Dis- 

1 




! counts on Cred- 

1 



1 

' itors (2J% on 




i ' ! 

i £8,400) . . i 

\cjd 210 0 0 



£400 0 0 


£406 0 0 

19.. 





dan. 1 

To Hc.sorvo 

bjd. 210 0 0 




BALANCE SHEET. 
As AT 31st Decemrkr, 19 


Liabilities. 
Sundry Creditors 
less Reserve for 
Discounts . 

£ 8. d. £ 8. d. 
8,400 0 0 

210 0 0 

Assets. 

Sundry Debtors . 

1^5 Reserve for £ s. d. 
Bad Debts 625 0 0 i 

£ 8. d. 1 £ 8. d 

12,500 0 Oj 

i 1 

1r 

8,190 0 O! 

Discounts 296 17 6 

j 921 17 6 

11 573 •> 

1 





Where tliere is already a Bad Debts Reserve in existence 
(this will normally be the case in all years subsequent to that in 
which the Bad liebts Reserve was first created) only the differ¬ 
ence between the old reserve and the new reserve is charged to 
Profit and Loss Account. The examjile given below will make 
this clear :— 

Dr. BAD DIHVrS KESEUVE Ad^lUNT. Cr. 

1940 i ! f s. d. 1940 j £ s. d. 

Dec*. 31 To Bnliiiice ^ • Ov Balance (o'*;, o-i 

Debtors, £14,000) V/d.l 700 0 0 Debtors, £10,000) /j/t/. oOO 0 0 

1 Dee. 31 „ Prolit and Loss 

1 Account . . ' 200 0 0 

j __ I _ 

I£700 0 0 ' £700 0 0 

j HHl 

I dan. 1 By Balance . . />y/. 700 0 0 

If the closing reserve is less than the opening reserve (this 
will be the case where the closing debtors are less than the open¬ 
ing debtors) the Profit and Loss Account should be credited with 
the amount of the reduction. 

Similar considerations apply to discounts reserves when there 
is already a reserve in existence It should be noted, however, 
that these remarks apply only where the method set out on 
page 105 is adopted, as in the case of the alternative method set 
out on page 106 the actual amount of bad debts and discounts 
during the financial year affect the amounts transferred to Profit 
and Loss Account. 
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Closing the Books. 

At the end of the trading period, the ledgers are closed (i.e., 
the ledger accounts are ruled off and the balances brought down), 
for the purpose of balancing the books, and compiling the Trading 
and Profit and Loss Accounts and Balance Sheet, to enable the 
trader to ascertain his position and the results of his operations 
for the preceding trading period. 

The first step is to prove the arithmetical accuracy of the 
entries in the ledger by means of a Trial Balance. It will be 
obvious to the reader that the final totals of the Trial Balance 
will not agree where :— 

(1) A debit entry is made and the equalising credit 

omitted; or 

(2) Two debit entries are made instead of one debit and 

one credit, or vice versa; or 

(3) An incorrect amount is entered in one ledger account, 

the corresponding debit or credit being correct. 

Therefore, ii so far as the detection of errors of these three 
ty]»eK c(.'iuierned, the extraction of a Trial Balance, the totals of 
whica are In agreement, is satisfactory evidence that the whole 
of til. oransactiona have been correctly posted to the debit and 
credit sides of the ledger. 


Errors which a Trial Balance does not Disclose. 

If, important, however, to recognise clearly that a Trial 
Balance wliich is in agreement is not proof of the absolute accuracy 
of the books. There are five classes of errors which are not 
disclosed, viz.:— 

(1) Errors of omission ; 

(2) Errors in original entry ; 

(3) Errors of commission; 

(4) Errors of principle ; and 

(5) Compensating errors. 

Errors of Omission relate to transactions the entries for 
which are entirely omitted from the books. 

Errors in Oriuixal Entry which do not affect the Trial 
Balance may arise when an entry is made incorrectly in a 
book of prime entry and the incorrect amount is posted to the 
ledger. 

Errors of Commission consist of entries of transactions in a 
wrong account of the same class ; e.g., debiting (or crediting) 
A. Smith’s accomit instead of the account of Smith Brothers. 

Errors of Principle relate to entries of transactions in the 
wrong class of account; e.g., debiting an asset account instead 
of an expense account, or vice versa. 
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Compensating Erkors are those which counteract each other 
and thus do not aflfect the agreement of the trial balance, e.g., 
an overposting of £10 on the debit side of the Debtors Ledger may 
be compensated by an overcast of £10 in the additions of the 
Sales Day Book. Such a state of affairs should rarely, if ever, 
arise where there is a satisfactory internal check in operation 
(i.e., where the entries in the boote are systematically and care¬ 
fully checked and examined), and the agreement of the Trial 
Balance is usually accepted as proof, subject to audit, of the 
accuracy of the books. 

The Correction of Errors. 

Errors which do not affect the Trial Balance may come to 
light in a number of ways. Thus, a complaint from a customer 
may reveal the fact that he has been charged in error with goods 
supplied to some other customer; an error of principle or a 
compensating error will very probably be discovered when the 
books are being audited ; and so on. 

As already explained in Chapter II, the entries necessary to 
correct these errors should be passed through the principal Journal, 
accompanied by adequate narrations. This is preferable to 
merely ruling out the incorrect posting and inserting the correct 
one. Thus, when a sale of £10 is debited in error to W. Smith 
instead of to W. A. Smythe, the following correcting entry should 
be made in the principal Journal and posted therefrom to the 
respective ledger accounts :— 


£ s. d. £ s. d. 

W. A. Smythe .... Dr, 10 0 0 

To W. Smith. 10 0 0 

Being correction of error in posting, 

.....19.; 


In the case of errors which affect the agreement of the Trial 
Balance, the practice is frequently adopted of making that state¬ 
ment “ balance by inserting therein an item ‘‘ Suspense Account 
(Difference in Books).” Thus, if the debits in a Trial Balance 
exceed the credits by £30, the Trial Balance (in skeleton form) 
would appear thus ;— 



Dr. 

Cr. 


£ 

£ 

Sundry Debit Balances 

Sundry Credit Balances 

5,460 

5,430 

Suspense Account (Difference in Books) 


30 


£5,460 

£5,460 
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A Suspense Account will then be opened in the ledger and 
debited (or credited, as the case may be) with the amount of the 
difference ; thus, in the above case it would be credited with £30. 
There is no double entry made in the ledger in respect of this entry, 
since it represents, in effect, the compensating entry for the error 
or errors made either in writing up the books or in extracting the 
Trial Balance. When each error is discovered, a corrective double 
entry is made, one entry being in the Suspense Accoimt and the 
other in the account in which the error arose. [An exception to 
this arises in cases where the error was made in extracting the 
Trial Balance ; in such cases the entries in the ledger are already 
correct and all that is necessary is a one-sided entry in the 
Suspense Account to adjust the incorrect entry in the Suspense 
Account.] VMien, therefore, each error which gave rise to the 
difference in the books has been discovered and rectified, the 
Suspense Account will be eliminated. 

Where the Trading and Profit and Loss Accounts and Balance 
Sheet rro prepared before the errors are discovered, the difference, 
which ma;y be either a debit item or a credit item, is usually 
sho'vi. ir* the Balance Sheet as “Suspense Account (Difference 
in Some authorities, however, while agreeing that a 

oredb balance should be shown on the liabilities side, advocate 
tl’c w living off of any debit balam^e to Profit and Loss Account, 
it st J o emphasised, however, that every attempt should be 
maae to locate a difference in a Tidal Balance, as the opening of 
a Suspense Account is merely a temporary cxjiedient, pending 
location cf the actual error or errors. 


EXAMPLE. 

On taking out a Trial Balance, it was discovered that there was a difference, 
which vvas carried to Suspense Account. 

The following errors were subsequently located :— 

(а) A purchase of goods from A. Brown for £1.20 had been credited to the 

account of W. Brown. 

(б) A sale of goods to J, Jones (£27 5s. Gd.) had been posted to the credit 

of his account. 

(c) Machinery sold for £190 had been credited to Sales Account. 

(d) A sale of goods to T. Smith bad been correctly recorded in the Sales 

Day Book as £120, but had been debited to his account as £12. 

(e) The Sales Day Book was undercasfc by £200. 

(/) An amount of £.30, l>oing Rent Payable accrued in the previous period, 
had not been brought forward as a balance on Rent Account. 

{g} The Petty Cash balance of £12 11s. was omitted from the Trial 
Balance. 

Give the Journal entries necessary to correct the books, and show the entries 
made in the Suspense Account. 
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JOURNAL. 

(a) i W. Brown . . . .Dr. 

To A. Brown .... 

1 Being correction of error in post- , 

I ing purchase to credit of W. I 

I Brown instead of A, Brown. 

(b) ! J. Jones .... Dr. 

To Suspense Account 
Being entry necessary to correct 
posting of sale of £21 5s. Qd. to 
! the wrong side of his account. 

(c) I Sales Account . . . Dr. 

! 'J'o Machinery Account 

Being correction of error in post- i 
I ing proceeds of sale of 

I Machinery to Sales Account. 

(d) : T. Smith .... Dr. 

, To Suspense Account 

Being correction of error in 
under-debiting sale by £108. 

(e) I Suspense Account . . Dr. , 

To Sales Account . . .1 

Being adjustment of error in : 
under-casting Sales Day Book i 
by £200. ! 

(/) i Suspense Account . ' . Dr. ' 

! To Bent Account 
; Being adjustment of balance 
omitted. 


£ 8. d. £ s. d. 

120 0 0 

120 0 0 


54 11 0 

54 11 0 


190 0 0 i 

: 190 0 0 

i 


108 0 0 

; 108 0 0 


200 0 0 

200 0 0 


30 0 0 

30 0 0 


(g) No Journal entry is required to correct this error. The balance of 
£12 11s. is already correctly shown in the Petty Cash Hook, th<‘ 
error having occurred in e.xtracting the Trial Balance. A credit entrj 
of £12 11s. to Suspense iVccount is therefore all that is necessary, 
although the usual practice is to make a memorandum entry (prefer¬ 
ably in red ink) of the correction in the Journal, in order to preserve 
a record of the item. 

Dr. SUSPENSE ACCOUN'r. Cr. 


19.. ! 

To Sales 
I ,, Rent 


£ 8. cl. ,19.. ! 

200 0 0 By Difference | 

in Books . ; 

30 0 0' „ J. Jones . | 

„ T. Smith . j 
, „ Petty Cash | 


£ s. d. 

54 18 0 
54 11 0 
108 0 0 
12 11 0 


£230 0 0 i 


£230 0 0 


Notes ;— 

(1) (a) and (c) do not affect the Suspense Account, since the entries, though 
made to the wrong accounts, are arithmetically correct. 
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(2) Since, in (h), Jones' account was credited, instead of debited, with 
£27 6s. 6d., the resulting difference is one of twice that amount, or £64 I Is. 
The debit of £54 lls. made to Jones’ account in the above solution is therefore, 
in effect, (i) a debit of £27 6s. 6d. to eliminate the incorrect credit, and (ii) a 
debit of £27 5s. 6d. to post the sale correctly. 

(3) Rent Payable accrued in the previous period constitutes a credit balance. 
The failure to bring forward this figure therefore resulted in the debit balance 
on Rent Account being overstated by £30. 

Errors which give rise to a difference in the books are some¬ 
times of a rather complicated nature, and the necessary correcting 
entries may not be immediately apparent. It will be of assistance 
in such a case if the nature of the entry which must be made 
in the accomit affected by the error is first considered ; it will 
then be obvious that, to complete the double entry, an entry 
must be made on the opposite side of the Suspense Accoiuit. 
Where the error arose in extracting the Trial Balance, it should 
first be considered whether the debit or the credit column of the 
Trial Balance is “ short ” ; if, for instance, the omission of a 
b.alanec due from a debtor makes the debit column “ short,” then 
a correcting entry must be made on the credit side of the Suspense 
Acc( ant, as a debit entry already appears in the Suspense Account 
to ■' ru'kc ” the books balance, no other entry being necessary. 

If, ;n the example on page 110, the Profit and Loss Account 
had been nrepared before making the corrections it would have 
beexi afieefced as follows ;— 

(c) Would not affect the Profit and Loss Account, being 
merely an en-or in posting to two personal accounts. 

(6) Would not affect the Profit and Loss Account, since 
only the personal account is affected. 

(c) Would result in Sales being overstated by £190, and 

thus net profit would be too great (or net loss too 
small) by this amount. 

(d) Would not affect the Profit and Loss Account, being 

similar to (6). 

(e) Sales will have been understated by £200, resulting 

in net profit being understated (or net loss over¬ 
stated) by this amount. 

(/) Owing to the omission of a credit entry for £30 which 
would partially have offset the debits to Rent Account 
during the period, net profit will have been under¬ 
stated (or net loss overstated) by this amount. 

{g) The omission of the Petty Cash Balance will not affect 
the Profit and Loss Accoimt, as this would appear in 
the Balance Sheet only. 
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The net result is : 


(a) 

ib) 

(c) 

(d) 

(e) 


Increased Profit 
or 

Decreased Loss. 

£ 


Decreased Profit 

Of 

Increased Loss, 

£ 


200 

30 


£190 230 

190 


£40 

Net Profit would thus be understated (or Net Loss overstated) by £40, if the 
errors were not corrected. 


Th^ Trading Account. 

After the Trial Balance has been agreed, any necessary ad¬ 
justments must be made for outstanding items, payments in 
advance, etc., as outlined in the earlier pages of this chapter. 
The final accounts, i.e., the Trading Account and the Profit and 
Loss Account may then be prepared. The information from 
which these accounts are prepared, with the exception of the 
closing stock and adjustments, is contained in the Trial Balance ; 
the various balances of the nominal accounts are transferred, 
by means of journal entries, to the Trading Account and the 
Profit and Loss Account respectively, according to their nature. 

If an item ajipears in the Trial Balance, it has alreavly been 
passed through the books, and will appear once only, either in the 
Trading or Profit and Loss Accounts or in the Balance Sheet. On 
the other hand, if an item does not appear in the Trial Balance, but 
is shown in the list of adjustments or apportionments to be made, 
it has not been passed through the books, and will require to be 
shown twice in the final accounts and Balance Sheet in order to 
complete the double entry. 

The Trading Account contains, on the debit side, the figures 
of— 

(1) The commencing stock ; 

(2) The total net purchases (returns outwards, if any, 

being deducted from the total gross amount of 
purchases); 

(3) Productive wages and any other expenses incurred in 

production which vary directly with the turnover, 
e.g., Fuel and Carriage on goods purchased (carriage 
inwards). 
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On the credit side are entered— 

(1) The total net sales for the period (returns inwards 

being deducted from the total gross amount of 
sales); and 

(2) The amount of stock on hand at the end of the trading 

period. 


Pro formd TRADING ACCOUNT. 


Dr. For the Year ended 

31st December, 19... 

Cr. 

£ 8. d. 1 £ 8. d. 

To Stock at lat 

January, 19.. 

„ Purchases 
less Returns 

Outwards 

i f B. d. 

By Sales . 

has Returns 

Inwards . 

£ 8. d. 

i 

|! 


Wages .... 

„ Carriage Inwards 
„ Balance — nros«» Profit : 
transferred to Profit and 

Lust; Account 

j „ Stock at Slst December, 

f 19 . 


^ £ 


£ 


Az ;>re\iously stated, the various items are transferred to 
the Tradir.g Account from the nominal accounts by means of 
joiimal entries. The closing stock, however, does not appear 
in the ledger nor in the Trial Balance thereof, and therefore a 
journal entry must be made debiting the value of the closing stock, 
as ascertained by an actual stocktaking, to the Stock Account 
and crediting the Trading Account, thus :— 


19.. 
Dec. 31 


Stock Account . . . Dr. 

To Trading Account 
Being value of stock on hand at 
this date. 


£ 


d 


£ s. d. 


The object of the Trading Account is to ascertain the result 
of the trader's transactions for the period under revii^w, i.e., 
whether he has made a gross profit or gross loss on the goods 
which he buys and sells. Gross profit arises when the total 
amount of the sales plus the stock remaining on hand exceeds 
the cost of materials purchased, plus the stock brought in, wages 
and productive expenses. Gross loss, on the other hand, is the 
amount by which the total prime cost of production of the goods 
sold exceeds the total sale price realised, after adjusting any 
difference in respect of stock on hand and stock brought in at 
the commencement of the period, 
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The balance of the Trading Account is transferred to the 
Profit and Loss Account. Where a gross profit is reaUsed, the 
appropriate journal entry is as follows :— 

£ 8. d. £ 8. d. 

IVading Account . . , Dr, ' 

To Profit and Loss Account 

Being gross profit for the year, ' 

Where, however, a gross loss results the entry will read :— 

I £ 8. d. I £ 8. d. 

: Profit and Loss Account . . Dr. I 

To Trading Account ... i 

Being gross loss for the year. | 

The Profit and Loss Account. 

Against the gross profit reahsed, the trader offsets the various 
expenses and losses incurred during the year's trading by trans¬ 
ferring them to the debit of the Profit and Loss Account, while 
to tne credit of this account he places any items of gain which 
have accrued to him during the period. The final balance 
remaining on the account determines whether ho has made a net 
profit or sustained a net loss in respect of the whole of the year's 
operations. 

Assuming that the gross profit plus any gains is greater than 
the various expenses and losses, i.e., that the credits exceed the 
debits, there will be a credit balance, which represents the “ net 
profit." But where the expenses are greater than the gross profit 
plus gains, i.e., when the debits exceed the credits, there is a debit 
balance, which indicates a “ net loss." In those cases where a 
gross loss is sustained, the various debits for expenses (le^s gains) 
are added to the gross loss in order to ascertain tlie net loss. 

Pro forma PROFIT AND LOSS ACCOUNT. 

For tjib Year ended .SIst December, 19... 

Dr. Cr. 

I £ 8. d. j I £ s. d. 

'IV) Office Salaries . . ! By Gross Profit transferred I 

„ Rent and Ratos . . | j from Trading Account. 

„ Insurance ... 1 „ Discounts Received 

„ Discounts Allowed . . „ Rent of Premises Sub-let. 

„ General Office Exj)cnscs . ; | 

„ Repairs . . . . ’ i 

Bad Debts . . . j j 

„ Bad Debts Reserve . . ! j 

,, Depreciation— | | 

Fixtures and Fittings . I | 

„ Balance. — Net Profit | j 

transferred to Capital I 

Account ... I 
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The balance of the Profit and Loss Account is transferred to 
the trader’s Capital Account. If a net profit is realised the 
journal entry will read thus :— 

£ ii. d. £ d. 

Profit and Loss Account . . Dr. 

\ To Capital Account 
I Being net profit Jor the year trans- 
j /erred. 

If a net loss is sustained, however, the entry will be :— 

£ 8. d. £ s. d. 

Capital Account . . .Dr. 

To Profit and Loss Account 

Being net loss jor the year trans- 
jcrred. 

The question of the destination of the various items of 
expense—whether they should be entered in the Trading Account 
or in the Profit and Loss Account—is one which sometimes causes 
diflBc'-dty. Definite rules cannot be laid down, for, in certain 
(.•irourar>ta?ices, items are properly chargeable to the Trading 
Account viiioh would, in other circumstances, be charged to the 
Profit Loss Account. Each case, therefore, must be con- 
sidereCt on its merits. Broadly speaking, however, aU charges 
V Inch vary directly with the turnover and directly alfect the prime 
cost the articles sold should be charged to Trading Account, 
o^her items which do not vary in this manner being debited to 
Profit and Loss Account, e.g., productive wages, motive power, 
fuel, and carriage inwards should be debited to Trading Account, 
while salaries, carriage outwards, and office expenses should be 
debited to Profit and Loss Account. Although not usual, rent 
and rates are sometimes apportioned between factory and office, 
and where this iniormation is given in an exercise, the factory 
portion should be debited to Trading Account. 

Oninions differ as to whether depreciation of plant and ma¬ 
chinery and repairs to plant and machinery should be debited to 
Trading Account or Profit and Loss Account. It is, however, 
considered that they are more correctly charged to Trading 
Account, for they arc directly incurred in the production of goods 
which are to be sold. 

In cases of doubt, or where it is not possible to apportion 
items between production and administration—e.g., where wages 
and salaries are shown in one total or where carriage is not 
designated as carriage inwards or outwards—the item should be 
debited to Profit and Loss Account and not to Trading Account. 
All expenses of selling, distribution, management and administra¬ 
tion, should be charged to the Profit and Loss Account. To the 
credit of the latter will be placed such items of gain as interest 
received, commission received, discounts received, and others of 
a similar character. 
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Drawings of the proprietor, as distinct from salary, should 
not be charged against profits, but should be credited to cash 
and then debited, directly (or indirectly through a Drawings 
Account) to the proprietor’s Capital Account. 

The Balance Sheet. 

After the balances of the various nominal accounts have been 
transferred to the Trading and Profit and Loss Accounts, and 
the balance of the Profit and Loss Account transferred to the 
Capital Account, the only accounts open in the ledger will consist 
of: Sundry Debtors’ and Creditors’ Accounts ; Real or Property 
Accounts ; Cash and Bank Accounts ; Reserve Accounts ; Capital 
Account; and Suspense and Adjustment Accounts. 

From these accounts the Balance Sheet of the trader is com¬ 
piled to show his position at the date of closing the books. 

On the left-hand side of the Balance Sheet are entered the 
liabilities of the business and the trader's capital, as represented 
by the credit balances in the ledger ; while on the right-hand 
side are entered the assets, which are represented by the debit 
balances in the ledger. The whole of the liabilities are thus 
“ marshalled ” and set off against the assets. If the assets 
exceed the habilities, the difference should equal the amount of 
the trader's capital as shown in the ledger. When a trader is 
insolvent, his liabilities exceed his assets, and his Capital Account 
then shows a debit balance representing his deficiency. In such 
a case the deficiency appears on the assets side of the Balance 
Sheet, as it is the amount wLich is owed to the business by its 
proprietor. 

The Function of the Balance Sheet. 

It must be remembered that the Balance Sheet is not an 
** account,” but is simply a classified statement which is intended 
to show, clearly and concisely, the financial position of the business 
at the date to which the accounts are made up. Hence the 
abbreviations ‘‘ Dr.” and “ Cr.” which appear as part of the 
heading of a ledger account are not properly applicable to the 
Balance Sheet, and, similarly, the words “ To ” and “ By,” as 
used in ledger accounts, should not be prefixed to the items in 
a Balance Sheet, as balances cannot be transferred to it. 

It may be added, however, that some eminent accountants 
are of the opinion that the Balance Sheet is the equivalent of 
a ledger account as between the business and its proprietor or 
proprietors, and, accordingly, these authorities suggest that it 
should include both the abbreviations and the prefixes specified 
above. 

The majority of authorities favour the former view that the 
Balance Sheet is not an account, and students may therefore 
safely omit these abbreviations and prefixes when preparing it. 
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The Classification of the Entries. 

The principle of classification of accounts is extended to the 
Balance Sheet, and, indeed, it is essential that the various items 
composing it should be grouped and summarised concisely so 
that their exact meaning may be clearly understood and the 
principal features of the Balance Sheet grasped by those who 
examine it. There are two methods in practical use : when the 
first method is adopted the assets are arranged in the Balance 
Sheet in order of reahsabihty, while by the second method they 
are arranged in the order of their permanence. 

Each method has its advantages and its advocates, but the 
second arrangement, under which the assets are arranged in order 
of permanence, is increasingly favoured in modem commercial 
practice, except in the case of banking and investment concerns, 
when the first method is preferred. 

The second method is followed in the present volume, and it 
is recommended that students also should adopt it. Ainanging 
ihe assets in order of permanence they may be stated thus :— 

L Goodwill. 

2. freehold Land and Premises. 

3. Leasehold Premises. 

4. Plant and Machinery. 

5. Fittings and Fixtures. 

6. Stock. 

7. Sundry Debtors: 

(a) On open accounts. 

(b) On bills receivable. 

8. Cash at Bank: 

(a) On deposit account. 

(b) On current account. 

9. Office Cash. 

10. Fictitious Assets and Adjustments. 

The assets would be marshalled in the reverse order when 
preparing the Balance Sheet of a bank or financial concern. 

Obviously, goodwill is the most unrealisable form of asset, 
as it can be disposed of only in the event of the business being 
sold as a “ going concern.'' Freehold premises are of a more 
permanent nature than leasehold premises, and the latter are 
more permanent than plant and machinery. Fittings and 
fixtures are less permanent than plant, but obviously take pre¬ 
cedence over stock-in-trade. The latter has to be sold before it 
can become a “ book debt," hence sundry debtors follow after 
stock-in-trade. Similarly, cash ranks after book debts, while 
fictitious assets and adjustments are shown last. 

Included in fictitious assets are such items as Advertising 
Suspense Account and Obsolete Plant Suspense Account, where 
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it is desired to spread the cost of advertising or the loss through 
obsolescence over a few years. “ Adjustments '' have been con¬ 
sidered earher in this chapter, and the student will recollect that 
they are book entries made for the purpose of equalising expenses 
and income incurred over the periods to which they relate. 

It should be added, however, that the method of arranging 
the assets in order of realisability has obvious advantages for 
certain classes of undertakings, 8u^‘h as banks and investment 
companies, in which concerns the liquid position is of paramount 
importance. But, nevertheless, the method of showing the assets 
in the order of permanence is more suitable for commercial under¬ 
takings generally, and, as previously stated, it is usually adopted 
by firms and companies of this class. 

Similarly, there are two recognised methods of arranging 
the entries on the ** Liabihties'' side of the Balance Sheet. In 
the first method the habihties are shown in the order in which 
they rank for payment, Capital being placed last of all. The 
second method shows the Capital first, followed by the liabihties 
in the order in which they rank for payment. The first method 
is usually adopted by sole traders and partnerships, while the 
second is almost invariably adopted by limited liability companies. 

A Practical Illustration. 

The method of compilation of the final accounts and balance 
sheet will now be illustrated by an example, showing the journal 
entries for the adjustments, the closing of the nominal accounts 
and the compilation of the final accounts. It should be carefully 
noted that while the Trading and Profit and Loss Accounts show 
the results of the trader s operations for a specified period, the 
Balance Sheet discloses the trader’s financial position at a par¬ 
ticular date. Tliis difference is reflected in the headings of the 
two statements ; thus a Trading Account covering a })eriod of 
one year should be headed :— 

TRADING ACCOUNT 

Dr, for the Year erided 31st December, 19.. Cr, 

while the title of a Balance Sheet appears as follows :— 

BALANCE SHEET 
as at 31st December, 19.. 

For convenience, the Trading Account and Profit and Loss 
Accounts are generally written on the same page of the Private 
Ledger or on the same sheet of paper, the balance of the former 
being carried do>^n to the latter, and the whole headed :— 


TRADING AND PROFIT AND LOSS ACCOUNTS 
Dr, far the Year ended 31st December, 19.. Cr, 
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EXAMPLE. 

From the following Trial Balance prepare Trading Account and Profit and 
Loss Account for the year ended 31st December, 19. .,and Balance Sheet as at 
that date:— 


Trial Balance as at 31st December 19... 

£ £ 


Stock at Ist January 


. 

4,600 


Purchases ..... 


. 

16,020 


Returns Outwards .... 




60 

Cash in hand ..... 



340 


Bank. 



2,266 


Freehola Premises .... 



1,860 


Incidental Trade Expenses 



84 


l*rinting, Stationery and Advertising 



164 


Professional Charges 



28 


Reserve fur Bad and Doubtful Debts 




350 

^undry Debtors .... 



3,600 


.jurdry Creditors .... 




2,967 

Wages ...... 



2,900 


Salaries. 



1,000 


Caphal (W. Hill) ... . 




10,000 

Income Tax. 



160 


Discounts Allowed .... 



630 


Discounts Received 




•^60 

Sales ...... 




19,895 

Bills Receivable .... 



320 


Office Furniture .... 



306 


Rent, Rates and Insurance 



400 


Returns Inwards .... 



66 





£33,732 

£33,732 


(а) Reserve for Bad and Doubtful Debts to be increased to £600. 

(б) Reserve for Rent accrued due, £50. 

(c) Write off 5% depreciation on Freehold Premises. 

(d) Insurance to the amount of £20 relates to the year following that under 

review. 

(e) Stock at 31st December, £6,200» 

(/) Drawings amounting to £1,000 have been debited to Capital Account. 
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CLOSING JOURNAL ENTRIES. ^ 


19.. 
Deo. 31 

Trading Account . 

To Sundries :— 

Stock Account 

Purchases 

Returns Inwards . 

Wages 

Being balances transferred. 

. Dr. 


£ 

22,.576 

£ 

4.600 

16,020 

55 

2,900 

»> »» 

Sundries .... 

. Dr. 





To Trading Account . 

. 



19,955 


Sales .... 



19,895 



Returns Outwards . 



60 



Being balances transferred. 





ti 

Stock Account 

. Dr. 


5,200 



To Trading Account . 




5,200 


Being value of stock at close of the year. 





Trading Account . 

. Dr. 


2,580 



To Profit and Ix^ss Account 




2,580 


Being gross profit for year. 





>1 »» 

Profit and Loss Account 

. Dr. 


2,496 



To Sundries ;— 






Salaries 

, , 



1,000 


Rent, Rates and Insurance 




430 


Income Tax 




160 


Printing, Stationery and Advertising 



164 


Discounts Allowed 

, 



630 


Incidental TVade Expenses 

. 



84 


Professional Charges 

, 



28 


Being balances transferred. 





99 9* 

Profit and Loss Account 

. Dr. 


150 



To Reserve for Bad and Doubtful Debts 



150 


Being amount re^served 

. £500 





^ less Reserve brought forward 

. 360 






£150 




:» 99 

Profit and Loss Account 


93 



To Freehold Premises 

. i i 


93 


Being depreciation at 5% on ] 



99 99 

Discounts Received Account . 

. Dr.l 

460 



To Profit and Loss Account 



460 


Being balance transferred. 





9f 99 

Profit and Loss Account 

. Dr. 


301 



To Capital Account . 

• 



301 


Being net profit for year transferred. | 




1 

1 


£53,810 

£53,810 
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Dr. 

RESERVE FOR BAR AND DOUBTFUL DEBTS. 


Cr, 

19.. 
Dec. 31 

To Balance . 

cjd. 

f 

600 

i| 

19.. 
Jan. 1 

Dec. 31 

By Balance . 

„ Profit and Loss 
Account 

6//. 

£ 

360 

160 




£600 




£600 





19.. 

! Jan. 1 

i 1 

By Balance . 

bid. 

600 

Dr. 

RENT, 

RATES AND INSURANCE. 


Cr, 

19.. ^ 
Dec. 31 

»> >1 

1 

: To Su’tdries . 

1 „ Reserve for rent 
* due 

1 

f/d. 

£ 

400 

60 

1 

19.. 
Dec. 31 

»> »» 

By Reserve for in¬ 
surance paid in 
advance 

„ Profit and Loss 
Account 

cjd. 

£ 

20 

430 




£460 




£46^ 

19. 

Jan, j 

Td Reserve . 

bjd. 

‘ 20 

i 

19.. 
Jan. 1 

By Reserve . 

1 

bid. 

60 


Ih. FREEHOLD PREMISES. Or. 


19.. 
Jan. 1 

1.. 

To Balance . 

1 £ 1 

6//., 1,860 i 

i i 

1 i 

' 19.. 

: Dec. 31 

! By Profit and Loss i 

Account . j 

„ Balance . . c/J. 

£ 

93 

1,767 

19.. 

Jan. 1 

To Balance . 

£1,860 j 

6/d. j 1,767 j 

1 

i 

• 

£1,860 

1_ 


Note. —I’he above ledger accounts are given to enable the reader to trace 
the adjustments through to the Profit and Loss Account and Balance Sheet. 
For exaTnination purposes (unless specially asked for) they need not be given. 
Similarly, the closing Journal entries need not be given in an examination answer. 

The following example illustrates, in a simple form, the 
Trading and Profit and Loss Accounts and Balance Sheet of a 
sole trader. In a later chapter, more comprehensive examples 
will be given, showing various types of adjustments and illus¬ 
trating the division and disposal of the profits of partnerships 
and limited companies. 
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TRADING AND PROFIT AND LOSS ACCOUNTS. 


Dr. For the Year ended 31st December, 19... 6V. 



£ 

£ 

£ 

To Stock on hand at Ist Jan- 


By Sales . . £19,895 


nary, 19.. 

4,600 

Less Returns In- 


£ 


wards . . 55 


„ Purchases . 15,020 



19,840 

Less Returns Out- 


„ Stock on hand at 31st 


wards . . 60 


December, 19.. 

5,200 


14,960 



„ Wages .... 

2,900 



„ Gross Profit 

2,580 




£25,040 


£25,040 

To Salaries .... 

1,000 



„ Rent, Rates and Insurance. 

430 

j By Gross Profit 

2,580 

„ Income Tax 

1 160 

1 „ Discounts Received . 

460 

„ Printing, Stationery and ' 




Advertising . 

164 

1 


,, Disoounts Allowed 

1 630 



,, Incidental Trade Expenses. 

84 



„ Professional Charges . 

28 



„ Reserve for Bad Debts 

150 

i 


„ Ih'-preciation of Prerniaca . 

93 

j 


„ Net Profit for year trans¬ 




ferred to Capital Account 

301 




£3,040 

1 

1 

j 1 

£3,040 


BALANCE SHEET. 

As AT 31st December, 19... 


Liabilities. 


t 

Assets. 




£ 

£ 


£ 

£ 

Sundry Creditors 

2,967 


Freehold Premises 

1,860 


Rent accrued due . 

50 

i 

Less Depreciation 





3,017 ; 

@ 67, . . 

93 







1,767 

W. Hill, Capital 



Ofifice Furniture . 


305 

Account as at 1st 



Stock on hand 


5.200 

Jan.19.. . 

11,000 


Sundry Debtors . 

3,600 


Less Drawings 

1,000 

1 

Less Reserve for 






Bad and Doubt* 




10,000 


1 ful Debte . 

500 


Add Net Profit for 


i 



3,100 

year to date 

301 


Bills Receivable . 


320 



10,301 ' 

Cash at Bank 

1 2,266 




i 

Cash in hand 

340 







2,606 




Insurance paid in 


1 




Advance . , 


20 



£13,318 I 



£13,318 
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EXERCISE 4. 

A. In modorii piactice it is found desirable to subdivide the Goods Account 
into separate acooimts for Stock, I\irchiiaes, Sales and Returns. 

How are these accounts dealt with when it is necessary to ascertain the 
trading results ? Illustrate your answer by pro formd accounts, inserting 
imaginary figures. _ 

B. A firm of Meat lmjK)rtors, A. B. & C'o., buy from the Arana Company, of 
South America, a shipment of chilled beef and frozen mutton, the ii]voice cost 
of which is £13,703 lbs. 9(1. The Arana Company, in forwarding the invoice, 
ask A. B. & Co. to collect on their behalf an amount of £904 10s. 6d. due by 
Braun & Co., London, to the Arana Company, and they enclose the necessary 
authority, and to buy on their account certain stores and machinery for ship¬ 
ment to South America. In pursuance of tht^se instructions A. B. Si Co. buy 
cotton cloths from Holroyd & Co., Manchester, to the amount of £1,064 3s. 6d., 
and machinery from the Rugby Refrigerating Co. (posting £4,762 10s. Draw up 
the entries for A. B, & Co.’s Journal, recording these transactions, and post them 
to the appropriate Lc'dgc'r accounts, and state the balance due to tlie Arana 
(ornpany. 


C. Difierentiate lx*tw(;en “ depr<‘ciation,” “obsolescence” and “ fluctuation 
in value,” in conrcction with the assets owned by a manufnctui‘ing business. 

liluUT vt^ your answer by giving examphs which demonstrate the effect 
wh>h the dlffereiioe you describe has upon the accounts of the undertaking. 


D What various meanings may an entry in a ledger account have ? Deal 
wiih KnJ the lebit side and the credit sides. 


E. The fvliowing balances appear in the l)ooks of Martin Booker at 30th June:— 
Machinery and Plant, £2,840; Office Furniture, £240; Motor Lorry, 
£1,400; Loose Tools, £520; Purchases, £9,684 ; Wages, £4,894 ; 
Bad Debts Reserve, £400. 

Show the journal entri(‘s for the following adjustments and the completed 
ledger accounts ;— 

(a) The following depreciations are to be writUm off 

Plant and Machinery 10% ; Office Furniture 6% ; Motor Lorry 20% ; 
Loose Tools 15%. 

(b) Sundry Loose Tools were made by the firm’s workmen, and Wages £92, 

and Purchases £28, are to be transferred from these accounts to 
Loose Tools Account before calculating the above depreciation. 

(c) The Reserve for bad debts is to be made up to £500. 


F, George MacArthur is in business as a seedsman and nurseryman, and the 
following balances of ledger accounts are extracted from his books at 30th 
September;— 

Freehold Nursery and Offices, £8,050; Greenhouses, £3,000; Tools and 
Implements, £390 ; Office Funiiture, £160; Horses and Carts, £420; 
Motor Lorry, £1,500. 

Shew the ledger accounts after making the foDowmg adjustments for 
depreciation :— 

Freehold Nursery and Offices, 2%; Greenhouse, 15% ; Tools and Im¬ 
plements, 20% ; Office Furniture, 5%; Horses and Carts, 15%; 
Motor Lorry, 20%. 
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G. The Plant and Machinery Account of William Piper stood on 1st January, 
1939, at £4,260, and the normal depreciation rate was 10% on the diminishing 
balance, excluding additions during the year. The additions during 1939 cost 
£500. During 1940 certain obsolete plant (proportionate book value £700), was 
replaced by more up-to date plant costing £2,000. The scrapped plant was sold 
for £160, and it was decided to write off the loss over a period of three years. 
Show the Plant and Machinery Account, Depreciation Account and Obi^lete 
Plant Suspense Account. 


H. The books of P. Brown, Hardware Merchant, show the following balances 
on 31st December, 19..:— 

£ 


Plant and Machinery . 



. 20,000 

Freehold Premises 



9,000 

Leasehold Premises . 



3,600 

Stock on Ist January 



. 41,000 

Rent of Leasehold F^mises 



1,000 

Repairs to Premises . 



1,500 

Repairs to Machinery 



2,500 

Rates .... 



1,900 

Creditors .... 



22,600 

Debtors .... 



27,255 

Purchases 



. 143,600 

Reserve for Bad and Doubtful Debts . 


1,880 

Office Furniture 



920 

Sales .... 



. 175,261 

Sundry Trade Expenses 



3,625 

Balance at Bank 



0r725 

Cash in Hand . 



2,466 

Wages .... 



27,600 

Salaries .... 



7,250 

Bills Payable 



10,900 

Bills Receivable 



1,000 


From these figures ascertain P. Brow 


n’s capital, and prepare Trial Balance, 


Trading and Profit and Loss Accounts and &lance Sheet, writing off for de¬ 
preciation 16% on Plant and Machinery, 10% on Office Furniture, 2% on 
Freehold Premises, 10% on Leasehold Premises. The stock on hand at 31st 
December was £84,400. 


I. The following is the Trial Balance of J. Smith as at 31st December. 
Prepare Trading and Profit and Loss Accounts and Balance Sheet. The stock 
at the date of the Trial Balance amounted to £615;— 





IM 

Cr, 




£ 

£ 

J. Smith—Capital 




620 

Leasehold Premises . 



. 600 


Stock at beginning of year . 



. 312 


Purchases 



. 940 


Sales .... 




1,400 

Returns Outward 




120 

General Expenses 



. 190 


Wages .... 



. 316 


Due by Customers 


. . 

. 460 


Sundry Creditors 


s. 


662 

Cash .... 



! 30 


Bank Overdraft 




56 




£2,848 

£2,848 
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J. From the following particulars relating to A. B., a solicitor, prepare his 

Balance Sheet at Slst December, 19.., and an account showing the profit for 

the year ending at that date:— 

£ 

Cash at Bank, Solicitor’s Account 

942 

Cash at Bank, Clients’ Account . 

572 

Petty Cash Book Balance (Or,) . 

Sundry Debtors • . . . 

9 

1,692 

Sundry Creditors .... 

260 

Stationery, etc. .... 

64 

Rent, Rates and Telephone 

228 

Bank Charges. 

12 

Travelling Expenses .... 

64 

Salaries. 

1,290 

General OflSoe Expenses 

240 

Commission Received 

72 

Postages and Telegrams 

166 

Furniture, Books, etc. 

526 

Capital Account at 1st January, 19.. . 

l,7(M) 

Allowances to Clients 

296 

Fc^. 

4,030 

Reserve £42 for rent owing; £14 for stationery; 
and £20 fo^ general ofiioe expenses. 

£50 for accountancy charges; 

K. Tl v.' following Trial Balance was extracted 
as on 3 ! St Dec^iem5>er:— 

TRIAL BALANCE. 

from the books of L. Pirrie 

£ £ 

Clapital Account. 

9,000 

fhaT^ings Account .... 

700 

Purchiises . . . • . 

5,221 

Do. Returns .... 

424 

Sales. 

14,984 

Do. Returns. 

182 

Stock, Ist January .... 

1,146 

Salaries. 

628 

Manufacturing Wages .... 

. 3,856 

Leasehold Factory .... 

2,500 

Rent, Rates, and Insurance . 

694 

C iriage Inwards .... 

231 

Do. Outwards .... 

324 

Office Expenses. 

962 

Plant and Machinery .... 

. 2,400 

Bad Debts Reserve (1st January). 

324 

Factory Fuel . • . . . 

795 

Discounts Received .... 

118 

Discounts Allowi’d .... 

100 

Bills Receivable ..... 

124 

Sundry Debtors. 

. 3,897 

Sundry Creditors .... 

1,698 

Cash at Bank ..... 

. 1,240 

Do. in Hand. 

221 

Office Furniture. 

350 

Travellers’ Salaries and Commission 

987 


£26,548 £26,548 


You are required to prepare therefrom Trading and Profit and Loss Accounts 
for the year ended Slat December, and a Balance Sheet as on that date. 
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Before preparing the accounts the following adjustments are necessary:— 

1. Depreciation is to be written off as follows:— 

Leasehold Premises 6%, Plant and Machinery 10%, Office Furniture 
^%* 

2. The Reserve for Bad Debts is to be made up to £400. 

3. The value of the Stock, as on Slst December, was £1,429. 

4. Three days* Wages (amounting to £57) had accrued due, but had not 

been paid on closing the books. 

6. Unexpired Insurance Premiums, amounting to £68, are to be carried 
forward to next year. 


L. The following Trial Balance is extracted from the books of J. B. Clark, 
Miller and Corn Merchant, as on Slst December, 19.— 

TRIAL BALANCE. 



£ 

£ 

J. Clark, Capital Account 


25,000 

Do. Drawings .... 

! 1,778 


J. Hill, Loan Account .... 


5,000 

Purchases. 

! 26,220 


Do, Returns. 


1,172 

Sales ....... 


42,976 

Sales Returns. 

i 84 


Freehold Mill. 

• 10,000 


Machinery and Plant (1st January) 

. 8,740 


New Machinery purchased . 

. 1,296 


Motor Lorries ..... 

. 3,050 


Wages of Mill hands .... 

• 6,785 


Office Salaries ..... 

. 1,942 


Stock (1st January) .... 

. 9,876 


RaU‘S and Taxes ..... 

191 


Sundry Debtors ..... 

* 12,860 


Sundry Creditors .... 

• 

5,112 

Cash in Hand. 

. 276 


Bank Overdraft. 


5,000 

Coal and Lighting (Mill) 

! 398 


Office Expenses ..... 

321 


Travellers* Expenses and Commission . 

872 


Carriage Inwards .... 

294 


Bad Debt Rest^rve (1st January) . 


480 

Discounts Received .... 


242 

Discounts Allowed .... 

200 


Bad Debts. 

384 


Cash Sales. 


1,296 

Insurances. 

! 179 


Office Furniture ..... 

360 


Interest Account .... 

17? 



£86,278 £86.278 


You are required to prepare Trading and Profit and Loss Accounts for the 
year ended Slst December, 19.., and a Balance Sheet as on that date. 

In addition to the particulars given above, the following matters must be 
taken into consideration when preparing the above accounts ;— 

(а) Depreciation is to be charged as follows :— 

ftant and Machinery (excluding the additions) 10% ; Motor Lorries 
20% ; Office Furniture 6%. 

(б) Make the Bad Debt Reserve up to £600. 

(c) The Stock on hand, as on Slst December, 19.., was valued at £12,486, 
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{d) Unexpii^d insurance, as on 31st December, 19.amounted to £38. 

(e) J. Hill is entitled to 6% interest on his Loan Account, but no entries 
have been made in the books. 


M. A, Flowers is in business as a Florist and Landscape Gardener. The follow¬ 
ing Trial Balance is extracted from his books at 30th September, 1940:— 

TRIAL BALANCE. 





£ 

£ 

Capital Account .... 




12,600 

Freehold Nursery and Gardens 



6,198 


Leasehold Warehouse and Offices . 



6,647 


Loose Tools .... 



700 


Workmen’s Wages 



2,586 


Rent and Rates .... 



870 


Purchases ..... 



9,642 


Sales. 




17,894 

Receipts for Constructing Gardens 




1,963 

Stock (let October, 1939) 



3,861 


Purchases Returns 




94 

Salos Returns .... 



39 


Carriage InwLrds 



127 


Carnage Outwards 



98 


Insuraioe. 



118 


^ office Salaries .... 



697 


DAcounts Received 




137 

Di jcounts Allowed 



100 


Motor Lorries .... 



1,900 


vlfKoe Furniture .... 



320 


Loan on Mortgage, at 10 per cent. 




2,000 

Interest Account and Bank Charges 



136 


Sundry Debtors .... 



3,742 


Sundry Creditors 




2,520 

Heating and Lighting . 



107 


Advertising .... 



976 


Bank Overdraft .... 




462 

Cash in Hand .... 



107 


Reserve for Bad Debts (1st October, 1939) 



300 




£37,870 

£37,870 


You are required to prepare Trading and Pix)fit and Loss Accounts for the 
year ended 30th September, 1940, and a Balance Sheet as on that date. 

When preparing these accounts, the following matters must be taken into 
consideration:— 

(a) Office salaries (£32) had accrued due as on 30th September, 1940, but 

had not been passed through the books. 

(b) Insurance £12 h^ been paid in advance. 

(c) Interest for the half-year to 30th September, 1940, on the Mortgage, 

had accrued due, but had not been passed through the books (ignore 
Income Tax). 

(d) The following depreciation is to be provided: Motor Lorries, 15%; 

Loose Took, 26%; Office Furniture, 6%; Leasehold Premises £647. 
(c) The Reserve for Bad Debts is to be increased to £400. 
if) The Stock on hand as on 30th September, 1940, was valued at £4,002, 
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N. From the figures set out below, extracted from the books of a Retail 
Timber Merchant, you arc required to prepare Trial Balance as at Slst December, 
1910, Trading and Profit and Loss Accounts for the year ended 31 st December, 
1940, and Balance Sheet as at that date. 


(apital Account, Balance at Cre<lit Ist January, 1910 

£ 

2,076 

8 . 

4 

d. 

8 

Drawings, 1st January, 1910, to 3Ist December, 1940 

318 

18 

4 

Gas Accountr—Power . 




17 

7 

11 

Postages and Stationery 




16 

19 

1 

Cartage .... 




144 

1 

0 

Bad Debts . 




2 

12 

6 

Insurances 




80 

13 

9 

Wages and Salaries 




631 

15 

6 

Stock—1st January, 1940 




1,412 

9 

6 

Purchases .... 




2,490 

6 

2 

Sales ..... 




4,368 

4 

3 

Rent, Rates and Taxes 




299 

13 

10 

Sundry and General Expenses 




145 

19 

4 

Electric Lighting 




5 

18 

6 

Discounts R-eadved 




4 

2 

11 

Gas Account—Lighting 




18 

6 

2 

Plant and Machinery , 




306 

2 

4 

Cash at Bank 




322 

10 

0 

*Do. in Hand 




(U 

5 

4 

Sundry Debtors . 




192 

4 

7 

Sundry Creditors 




21 

11 

11 

3 Stock at 31st I>a'mber, 1940, was £1,199 14s. lOd. 

You have to take 


into account an amount owing for Rent £21 13s. lOd. and Insurance paid in 
advance £12 10s. 


0 . 


Show tlie Journal and Ledger entries to record the following:— 

(a) 1940. Jan. 1. Bad Debts Reserve of £860 standing on the books. 

(b) 1940. Dec. 31. Total of Bad Debts V/c. £1,000. 

(c) do. Adjust the Reserve A/c. so that it may show a 

Reserve of 7J% on the Book Debts, which arc 
£16,000. 

{<{) Assume that business has been continued for another twelve montlis, 
i.e., up to 31st December, 1941, and that the Bad Debts are then 
£1,100. Adjust the reserve, so that it may show a reserve of 7J% 
on the amount of the Book Debts, which are then found to be 
£12,074. 


P. What system of Book-keeping would you recommend to a trader starting 
in business ? Explain the various books which should be kept, so as to enable 
him to ascertain in the shortest time and most reliable mamier the results of his 
business operations. 

Q. Wliat is the difference between gross profit and net profit ? Illustrate 
your answer by means of pro formd Trading and Profit and Loss Accounts 
applicable to the business of a timber merchant. 


R. A trader keeps his books upon the double entry system. At the 
periodical stocktaking he extracts a Trial Balance from his ledger; and, 
after adjusting some errors, finds that the total of the debit balances equals the 
total of the credit balances. Is this agreement an absolute proof that the books 
are correct in every respect and that no further errors exist ? Give reasons for 
your answer. What further tests, if any, would you apply ? 

E 








CHAPTER V 


BILLS OF EXCHANGE AND BILL BOOKS 


In commercial transactions, manufacturers, producers and 
merchants commonly allow their customers an extended period 
in which to pay for goods delivered. For example, the agreed 
terms may be that payment shall be made three months from 
date of delivery/’ Goods disposed of in this way are said to have 
been sold “ on credit terms,” but obviously the number of the 
seller’s transactions would be very much restricted if, before he 
could again utihse the capital represented by the goods sold, he 
had to wait until he received payment at the expiration of the 
term of credit. 

'Fo overcome this difficulty BiUs of Exchange were introduced 
iis a r-leans of settling transactions in which a period of credit is 
all owed. By arrangement with the purchaser, the seller draws 
on htiC a biU of exchange (usually spoken of as a bill ”) falling 
due for payment by the purchaser at the end of the agreed period. 
The insi/rument is “ accepted ” by the purchaser to signify that 
he agrees to pay it in due course, and is returned to the seller, 
who thus obtains the written undertaking of the purchaser to 
meet the debt incurred at the agreed future date. 

Where the financial position of the parties is known to be 
good, the seller may, if he so desires, at once sell the bill to his 
bank<TS (i.e., discount ” the bill) and thereby obtain the pre¬ 
sent value of ‘‘ the right to receive the money at a future date ” 
which the bill represents. The amount of interest for the period 
intervening before the bill is due to be paid is deducted from the 
nominal sum payable, and is regarded as discount. In modern 
practice, bills of exchange possess three useful functions, i.e., 
they act:—(1) As an easy means of settling transactions be Ween 
persons and firms in the same or different countries without the 
transfer of cash; (2) as instruments of credit; and (3) as legal 
evidence of a debt, enabling payment to be enforced in case of 
need without involved litigation. 

Negotiable Instruments. 

Bills of exchange (including cheques) and promissory notes, 
are negotiable instruments, and it will be convenient at this point 
to consider the characteristic features of negotiability. 

130 
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A Negotiable Instrument is an instrument of which the 
transfer by delivery, or by indorsement and delivery, gives to a 
bona fide transferee for value an absolute title to the property in 
it, i.e., a title free from any defects in the title of a previous holder. 

The requisites of negotiability are :— 

(а) The instrument must be transferable by delivery, as, 

for example, a bearer bill or cheque (i.e., one payable 
to bearer), or by indorsement in addition to delivery, 
as in the case of an order bill or cheque (i.e., one 
payable to a named person). Thus no notice is re¬ 
quired to be given to any party liable on the instru¬ 
ment in order that the transferee may obtain the 
})enefit of such liahility. 

(б) The property in the instrument—that is to say, the 

rights—must pass free from defects in title. 

(c) The holder must be able to sue in his own name. He 
must have all the rights to the instrument, and all 
' that it represents. 

Among the instruments recognised as negotiable by English 
Law are : bills of exchange, promissory notes, cheques, exchequer 
bills, dividend and share warrants, debentures payable to bearer, 
and certain scrip and bonds. 

Statutory Definition of a Bill. 

The Bills of Exchange Act, 1882, defines a bill of exchange 
as “ an unconditional order in writing, addressed by one person 
to another, signed by the person giving it, requiring the person 
to whom it is addressed to pay on demand or at a fixed or deter¬ 
minable future time a sum certain in money to or to the order of 
a specified person, or to bearer.’’ 

These requirements must be strictly observed, as the Act 
further provides that “ an instrument which does not comply 
with these conditions, or which orders any act to be done in 
addition to the payment of money, is not a biU of exchange.” 
Consequently, it follows that the provisions relating to bills in 
the Bills of Exchange Act, 1882, do not apply to instruments 
which do not fall strictly within the definition. 

It should be noted that the essential points relating to a bill 
are that:— 

(а) It must be in writing (writing includes print and type¬ 

writing). 

(б) The order must be unconditional, i.e., no conditions 

may be attached to the making of the payment; 

(c) It must be addressed by one person to another and must 
be an order to pay ; 
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(d) It must require payment to be made to a specified 

person, or to bearer ; 

(e) If the order is not to pay on demand there must be 

some fixed or determinable future time for payment; 

(/) It must order payment of a sum certain in money ; and 

(g) It must be signed by the drawer. 

The x\ct differentiates between an inland bill and a foreign 
bill. The former “ is a bill which is or on the face of it purports 
to be (a) both drawn and payable within the British Islands, or 
(b) drawn within the British Islands upon some person resident 
therein.'' Any other bill is a foreign bill. For the purposes of 
the Act “ British Islands " mean any part of the United Kingdom 
of Great Britain and Ireland, the islands of Man, Guernsey, 
Jersey, Aldemey, and Sark, and the islands adjacent to any of 
them being part of the dominions of His Majesty. 

Specimens of inland and foreign bills are given on pages 
[42 and 143. 

Parties to a Bill. 

'J hc parties to a biU of exchange are :— 

; j) The Drawer, i.e., the person to whom the money is 
owing and who draws the bill. 

'2) The Drawee, i.e., the person upon whom the bill is 
drawn and who upon signifying his acceptance of 
the terms of the bdl becomes legally bound to meet 
it. When he accepts the bill he is known as the 
Acceptor (see below). 

(o) The Payee, i.e., the person named on the bill as the 
one to whom the money is to be paid. If the bill 
is payable to the Drawer, then the Payee and Drawer 
are one and the same person. Where the Payee 
transfers the bill by delivery coujded with indorse¬ 
ment he is known as the Indorser (see below). 

A Bearer is the person in possession of a bill which is pay¬ 
able to bearer. 

A Holder is the payee or indorsee of a bill who is in posses¬ 
sion of it, or the bearer thereof. 

A Holder for Value is the holder of a biU for which value 
has at any time been given. 

A Holder in Due Course is a holder who has taken a bill, 
complete and regular on the face of it, under the foUowing 
conditions, namely :— 

(a) That he became the holder of it before it was overdue, 
and without notice that it had been previously dis¬ 
honoured, if such was the fact. 
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(6) 'J'hat lie took the bill in good faith and for value, and 
that at the time the bill was negotiated to liini he 
had no notice of any defect in the title of the person 
who negotiated it. (Section 29, Bills of Exchange 
Act, 1882.) 

'Fhe Acceptor is the person who is primarily liable upon a 
bill. By accepting, he engages to pay it according to the tenor of 
his acceptance, and he is precluded from denying to a holder in 
due course :— 

(а) The existence of the drawer, the genuineness of his 

signature, and his capacity and authority to draw 
the bill. 

(б) In the case of a bill payable to the drawer s order, the 

then capacity of the drawer to indorse, but not the 
genuineness or validity of his indorsenumt. 

(c) In the case of a bill payable to the order of a third 
person, the existence of the payee and his then 
capacity to indorse, but not the giuiuineness or 
validity of his indorsement. (Section 54, Bills of 
Exchange Act, 1882). 

The Drawer of a bill engages that, on due presentment, it 
shall bo accepted and paid according to its tenor, and that if it 
is dishonoured, he will compensate the holder or any indorser 
who is compelled to pay it, provided that the requisite proceed¬ 
ings on dishonour have been duly taken. 

An Indorser (or Endorser) of a bill of exchange, by indors¬ 
ing it, engages that on due presentment, it shall be accepted and 
paid according to its tenor, and that if it is dishonoured, he will 
compensate the holder or a subsequent indorser who is compelled 
to pay it, provided that the requisite proceedings on dishonour 
arc duly taken. 

Acceptance. 

The Bills of Exchange Act, 1882, detines acceptance of a bill 
as “ the siguiticatioii by the drawee of his assent to the order of 
the drawer.” It is effected by the drawee's writing the word 
“ accepted ” across the face of the bill, and adding his signature. 
Legally the drawee's signature alone is sufficient, but in practice 
the word “ accepted " and the date are frequently added, and the 
place of payirient is generally stated, as in the following or a 
similar form :— 

Accepted 

Payable at Barclay's Bank, Ltd,, 

Fenchurch Street, London. 

A, Phillips, 
nth January, 19 . . 
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In the case of a bill which is payable “after sight/'i.e., after 
the date of presentment to the drawee for acceptance, the date 
of acceptance is essential in order to fix the maturity of the 
instrument. 

The specimen acceptance given on page 133 is a “ general " 
acceptance, i.e., one which assents without qualification to the 
order of the drawer. A qualified acceptance is one which varies 
the effect of the bill as drawn, and may be— 

(а) Local —payable at a particular place and there only, 

(б) As to time —lengthening or lessening the period of the 

bill, e.g., payment to be in six, not three months. 

(c) Partial —accepted for payment of part of the amount 

only. 

(d) As to Parties —acceptance by one or more of two or 

several drawees only. 

{e) Conditional —acceptance subject to fulfilment of a 

specified condition, e.g., delivery of documents. 

If the acceptance is clear and unequivocal on the face of the 
bill, payment need be made only in accordance therewith bj^ the 
accej tor, ^cho cannot, however, promise payment in any way 
except in inoney. 

Til,* holder of a bill may refuse to take a qualified acceptance, 
ami if he does not obtain an unqualified acceptance, is entitled to 
treat Ihe bill as dishonoured by non-acceptance. In fact, if he 
di^cs take a qualified acceptance without the express or implied 
authoiity or assent of the drawer and indorsers (if any), they 
are released from liability. Of course, if the bill has not left the 
drawer's hands, he is the only interested party and can act as 
he chooses. 

A partial acceptance (c) must not, however, be refused, and 
instead of notice of dishonour, notice of the quahfication 7nusi 
be given to all parties. 

Indorsement. 

Where a bill is drawn to the “ order " of the drawer, the latter 
must indorse it, i.e., he must write his signature on the back of the 
bill, thus becoming the first indorser. The bill may, however, be 
drawn, or, if not so drawn, indorsed to the order of a third party 
who, when he adds his signature to the bill, also becomes an 
“ indorser." 

Indorsements may be— 

(1) In Blank, where the holder simply writes his signature 

on the back of the biU. 

(2) Special, where the holder names the person to whom, 

or to whose order, the bill is to be payable, e.g., “ Pay 

X. Y. or order." 
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(3) Restrictive, where the indorsement makes the bill 
payable to a specified person, and prohibits further 
negotiation, e.g., Pay X. Y. only. 

In modem practice, biUs of exchange are extensively nego¬ 
tiated. Each holder may, by special indorsement, designate 
the person to whom he wishes payment to be made, and the 
indorsee must, in his turn, also indorse the bill before transferring 
it or before he can receive payment. When the back of the biU is 
covered by successive indorsements, a gummed slip (termed an 
Allonge is attached to the biU to pro^/ide space for further 
indorsements. The person attaching the allonge should sign 
partly on the allonge and partly on the bill, so as to obviate 
fraud. 

Term of Bills and Days of Grace. 

Inland Bills are usually drawn for a stated period after date, 
but foreign bills are variously drawn “ on demand/' “ at sight," 
aftel date " or “ after sight." 

“On demand" and “at sight" both mean, that bills so 
drawn are payable upon presentation to the drawee or acceptor. 
For bills drawn “ after date," the period begins to run from the 
date of the bill, but for those drawn after sight," the term of the 
biU runs from the date of ‘‘ sighting," which must be stated in 
the acceptance, and the due date is calculated accordingly. The 
term “ month " in a bill means calendar month. 

For biUs payable in the United Kingdom (other than those 
drawn “ on demand " or “ at sight ") three days, called “ days 
of grace," arc added to the nominal term of the bill, which becomes 
due and payable on the last day of grace (e.g., a biU dxaA\'n on 
5th February, at four months, falls due for payment not on ntli 
June, but on 8th Juno). Similarly, a bill drawn on 28th December 
at two months ialls due for payment on 3rd March. Days of 
grace may be excluded if the bill is siiecially drawn to this effect, 
e.g., “ one month after date ivithout grace, pay, etc." ; “ or on 
22nd June fixed, pay, etc." When the last day of grace falls on 
a Sunday, Good Friday or Christmas Day, or on a day appointed 
as a public holiday by Royal Proclamation, the bill is payable 
on the last preceding business day. If, however, the last day of 
grace is a bank holiday (other than Christmas Day or (lood 
Friday), or if the last day of grace is a Sunday and the second 
day of grace a bank holiday, the bill is payable on the succeeding 
business day. 

Signatures in a Representative Capacity. 

Where bills are signed by persons in a representative capacity, 
either as drawer, acceptor or indorser, it is essential that some 
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word or words be added to indicate the representative capacity 
and thus avoid personal liability. For sole traders or partnerships 
this is usuaDy shown by a procuration signature, thus :— 


per pro A. Phillips & Co. 

J. W. Browning, Partner, 


For limited companies the following form is generally 
adopted :— 

For and on behalf of Traders, Limited, 

B. Smith, Director. 


Presentment for Payment, 

At its due date the holder of the bill (or, more usually, his 
banker) presents the bill for payment at the place of payment 
stated in the acceptance, or, if no place is stated, to the acceptor 
al the address given on the bill, or, if no address is given, then 
at tlic acceptor's place of business, if known, or at his ordinaiy 
residence. If the biU is not accepted when presented for accept¬ 
ance, cr p‘\id when it falls due, by the acceptor or by his agent, 
it; lb said lo be dishonoured, by non-acceptance or non-payment 
respcciJ vrely, and the holder has a right of recourse against 
pre rious indorsers and the drawer if he gives them prompt notice. 

Noting and Protesting. 

On dislionour, a bill is usually “ noted," i,e., it is handed to a 
notary public, who re-presents the bill to the acceptor (or liis 
banker) for acceptance or for payment, as the case may bo, 
and thus formally obtains independent evidence of its dishonour. 
The notary records particulars of the biU, its re-presentment, and 
the “ answer " or reason for non-acceptance or for non-pay¬ 
ment. A small slip, bearing the notary's name, is attached to 
the bill, summarising these particulars, and bearing a note of his 
fee, the answer given, and his initials. 

If a foreign bill is dishonoured, it is legally necessary, in 
addition to noting, to “ protest " the bill in order to preserve the 
holder's rights against the drawer and previous indoraers. A 
protest is a formal record of dishonour, embodying a copy of the 
bill and the particulars on the “ sHp " previously mentioned ; 
it is not essential in the case of an inland bill. 

Foreign and Documentary Bills. 

Foreign bills are usually drawn in a set of three, all three 
parts being identical, except that only one part should be accepted 
and stamped. The parts form oniy one bill, but in the event of 
the delay or loss in transit of. one of the parts, the second or 
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third copy may be acted upon by the parties. In many cases 
such bills are accompanied by the shipping documents relating 
to the goods against which the bills are drawn, viz., the 
bill of lading, insurance policy, invoice, and (where required) 
certificate of origin or consular invoice. The bill of exchange is 
then known as a documentary hill. 

Such bills may be handed to a banker for collection, with 
instructions to surrender the shipping documents against accept¬ 
ance or payment by the drawee of the bill, who is generally the 
consignee of the goods, but, more usually, the drawer obtains 
an advance from his banker against the shipment, the banker 
taking the documents as security. For his own protection, 
the banker sometimes requires the drawer to sign a “ letter of 
hypothecation,’" pledging the goods as security for the advance, 
and conferring upon the banker the right to deal with the goods 
in the event of the bill being dishonoured. 

Where the consignee’s (or buyer’s) financial position is good, 
the })ill will be marked D/A, i.e., documents against acceptance, 
and tile shipjnng documents will then be released by the banker 
upon acce})tance of the bill. Otherwise the consignee or buyer 
(the drawee of the bill) can obtain the documents only u[)on 
payment (the bill is then marked D/P, i.e., documents against 
jiayment). If the vessel carrying the goods arrives before the 
due date of a D/P bill, and the consignee wishes to obtain the 
documents so that he can take possession of the goods, he may 
take up the bill under rebate, i.e., pay the amount of the bill, 
less an allowance for interest in respect of the unexpired term of 
the bill. Alternatively, arrangements may be made for the storage 
of the goods at the dock warehouse in the banker's name (charges 
being payable by the consignee) until the due date, when upon 
payment of the bill, the goods are released to the order of the 
consignee. 

Usance, 

The customary period for which bills are drawn between 
certain countries is termed the “ usance.” This originated in 
the custom of merchants and depended upon the average period 
of time occupied in transit between the two countries concerned, 
and the time required to sell the goods after arrival at their 
destination. For example, the usance between New York and 
T..ondon is sixty days after sight. Owing to the increased rapidity 
of international communication, however, usance is becoming 
obsolete, and bills are usually drawn at so many “ days after 
sight,” as arranged between the parties at the time of the sale. 

Various Clauses on a Bill, 

In varying circumstances, certain clauses or phrases are 
used on bills. Inland bills are sometimes marked N/N, meaning 
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not to be noted/’ and indicating the drawer s wish that the 
expense of noting is not to be incurred. With foreign bills the 
phrase ‘‘ sans frais is used, and constitutes an instruction to 
the holder that, in the event of dishonour, the bill is to be 
returned without expense,’" i.e., without being subject to 
charges for noting and protesting. 

Another phrase used in the negotiation of bills is “ sans 
recours ” (without recourse), indicating that the indorser against 
whose name the words appear, negotiates the bill on the basis 
that he incurs no liability if the bill is dishonoured. 

Foreign bills drawn in the United Kingdom on the colonies 
or foreign countries, and handed to bankers for collection, are 
frequently enfaced with a clause such as the following :— 

“ Payable with approved banker s cheque on lx)ndon 
for full face valueP 

This ensures that the payee receives the sterling amount of the 
draft, and the foreign drawee must pay over sutlicient in his own 
currency to the local banker to purchase the necessary cheque 
or d-: mand draft on London for the face value of the bill for 
coikerii'n. 


R stereo in Case of Need, 

It is someumes the practice for the drawer to mark bills as 
follows *— 

“ In case of need apply to . . 

naming an agent or friend of his who will act on his behalf in 
event of dishonour or other difficulty. Such a person is known 
as a referee in case of need.” 

In the event of dishonour by non-acceptance, the referee will 
intervene and accept the bill, supra protest, for the honour of his 
principal. The acceptor for honour engages that he will, on due 
presentment, pay the bill according to the tenor of his acceptance, 
if it is not paid by the drawee, provided it has been duly presented 
for payment and protested for non-payment, and that he receives 
notice of these facts. The acceptor for honour is liable to the 
holder and to all parties to the bill subsequent to the party for 
whose honour he has accepted. 

Accommodation and House Bills. 

By far the greater proportion of bills drawn and negotiated 
are in respect of legitimate trade transactions, and such bills 
greatly facilitate the operations of traders and merchants, and 
also provide employment for the surplus funds of bankers and 
bill brokers. There are, however, two other classes of bills 
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occasionally met with, viz., “ Accommodation Bills and 
“ House Bills. 

Accommodation bills (also termed ‘‘ kitesand “ wind¬ 
mills are drawn merely for the purpose of obtaining temporary 
monetary accommodation for either the drawer or the acceptor, 
and although worded ‘‘for value received,'" do not represent 
genuine trading transactions ; in other words, no valid considera¬ 
tion passes between the principal parties, and the drawer or 
acceptor, as the case may be, “ lends " his name to the other. 
The bill is discounted by the party accommodated, who must 
provide the acceptor with funds to meet the bill at its due date. 

House bills are in effect accommodation bills drawn by 
the head office of a trading firm or company upon one of its 
branches or agencies, or by the latter upon the head office, and 
are discounted to supply the drawer with funds for trading 
operations. 


PROMISSORY NOTES 

The Bills of Exchange Act, 1882, defines a promissory note 
as “ an unconditional promise in writing made by one person to 
another signed by the maker, engaging to pay, on demand or at 
a fixed or determinable future time, a sum certain in money, to, 
or to the order of, a specified person or to bearer." 

Promissory notes, hke bills of exchange, are negotiable instru¬ 
ments, and are usually drawn to the order of a specified person. 
In commercial circ'lcs, “ bearer " [)romissory notes are rarely 
met with, but it should be noted that, from a legal view-point, 
Bank Notes are “ bearer " promissory notes. When dra^n “ to 
order " a promissory note requires indorsement by the payee in 
the usual manner. 

All promissory notes, whether payable on demand or not, 
must bear ad valorem stamps at the same rates as for bills of 
exchange payable after date. 

The stamps must be impressed on inland notes whether payable 
on demand, at sight or on presentation, but are adhesive on 
foreign notes. Bank of England notes are exempted by statute 
from stamp duty. 

Like bills of exchange, promissory notes are a convenient 
means of settUng transactions, but they are more often utilised 
as collateral security for loans. Their use in the United Kingdom 
is comparatively limited, bills of exchange being used much more 
generally. 

Promissory notes are drawn and issued by the debtor, who is 
termed the “ maker " of the note and corresponds with the 
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“ acceptor '' of a bill, while the payee and indorser of a promissory 
note correspond with the payee and indorser of a bill. 

Many of the provisions of the Bills of Exchange Act relating 
to bills of exchange apply also to promissory notes, but the 
following distinctions between bills and promissory notes should 
be carefully noted :— 


Bills of PIxchanoe. 

1. Bills require aceoptanco. 


2. The acceptor Is tlie principal 

debtor ; the drawer being only 
seeoiidarily liable. 

3. Bills arc sometimes drawn in a 

set. 

4. A bill is an order to pay. 

5. Protest is sometimes necessary 

(e.g., foreign bills). 

0. Acceptance of a bill may be made 
conditionally by the principal 
debtor. 

.. Two ICC ptors of a bill arc liable 
jointlv (sei page 1()7). 
s bill on demand requires a two- 
jx*!!?!}' stamp, whatever the 
a’count. 


Promissory Notes. 

1. No acceptance is requirt'd, so 

notes are not accepted for 
honour nor presented for 
a(;coptanco. 

2. The maker is the principal 

debtor. 

3. Promissojy nott's are never 

drawn in a set. 

4. A note is a promise to pay. 

5. P’orcign notes do not require 

protesting. 

6. A note cannot be drawn con¬ 

ditionally by the nutker. 

7. Two or more makers mini Ihj 

liable jointly and severally. 

8. All promissory notes require ad 

valorem stamps. 


Stamp Duties on Bills and Notes. 


By the Stamp Act, 1891, and various amending acts which 
have since been passed, the principal being the Finance Act, 1918, 
bills of exchange, promissory notes, and cheques are required to 
be legally stamped before they are valid and legally enforceable. 
The stamp duties are as follows :— 


Bills of Exchange, 

(1) When piayable on demand, or at sight, or on pr.^sentation, or not exceeding 

three days after date or sight, for any amount . . . .2d. 

In the case of inland bills this stamp may be either adhesive or impressed, 
while on foreign bills it is adhesive, and may consist of (a) an ordinary 
foreign bill stamp ; or (b) postage stamps. 

(2) On all others— 

Where the amount docs not exceed £10 
Where it exceeds £10 and does not exceed £25 
ft ft ft £25 ,, ,, ,, ,, £50 

>» ft ft £o0 ,, „ ,, ,, £75 

»» ft ft ^75 ,, ,, ,, „ £100 . 

„ „ £100, for each £100 or any part thereof 

Inland bills imdtT this heading must lx? drawn on impressed stamp 
paper ; foreign bills must be stamped with adhesive foreign bill stamps. 


3d. 

6d. 

9d. 

Is. 

Is 
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iOxcifinioN : (Finance Act, 1899, Section 10). 

Bills, other than those under (1), drawn and (expressed to be payable out 
of the United Kingdom, but actually paid, indorsed or negotiated in any 
manner within the United Kingdom, are stamped as inland bills if the 
amount of the bill does not excised £60, but 

Wh(‘re it exceeds £50 and does not exeeed £100 . . . 6d. 

Where it exceeds £100, for every £100 or part tliereof . . Cd. 

Promissory Notes. 

Inland promissory notes, whether payable on demand or not, mast bear ad 
valorem imjyressejii stami)s. Foreign notes mast bear adhesive “ foreign bill or 
n()te .stamj)8 ” in accordance with (2) above. 

Cheques. 

For anj^ amount, adhesive or impressed stamjis ..... 2d. 


Ill jiractice, inland bills or notes are generally drawn uj)on 
])a])ei’ which boars tlio requisite impressed stamj). 

\\ hcr(3 a bill requires the drawee to pay interest at a given 
rate per cent, as well as the principal, the stamj) duty is calculated 
on the principal only. 

If, however, the interest is calculated and the amount 
actually stated, stamp duty is payable on the total of both bill 
and interest. 

Foreign bills must bear the appropriate adhesive foreign bill 
stamps, which must be affixed thereto by the first person into 
whose hands the bills come for negotiation on arrival in this 
country. 

As mentioned ])reviously, for the purj)ose of the Bills of 
.b]xchange Act, 1882, an inland bill is one both drawn and payable 
in the British Islands or drawn in the British Islands on a }>erson 
resident therein and all other bills are foreign bills. For j)urj)oses 
of stamj) duty, however, all bills, whether inland or foreign, must 
be stamjied at the ordinary rate (Is. for each £100 or jiart thereof) 
unless they are both drawn and expressed, to be payable outside 
the United Kingdom, but actually pai<l, indorsed or negotiated 
in tlic tJnited Kingdom, in which case, they should be stamped 
at the lower rate (Od. for each £100 or j)art thereof). 

The adhesive foreign bill stamp ” may be affixed only to a 
“ bill of exchange or jiromissory note drawn or made outside 
the United Kingdom.’’ (Stamp Act, 1891, Section 35.) 

It may be added that nearly all the British Colonies and most 
foreign countries have their own particular stamp duties in force, 
but consideration of these duties is outside the scope of the 
present volume. 
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Forms of Bills of Exchange and Promissory Notes. 

The following a,re specimen forms of Bills of Exchange :— 

INLAND BILL OF EXCHANGE _ 

No. 1. 

£150 15 6 London, 1st September^ 19.. 

Three motUhs after date pay to our Order the sum of One 

hundred and fifty pounds^ fifteen shillings and sixpence . 

Value received. 

To Mil Arthur Brown, per pro A. Phiixips & Co. 
r>l High Strrkt, J. IP. Brouming (Partnor). 

Newtown. 

'Che above hill would be accepted by A. Brown writing across the face of the bil 
Accepted, ArtJiiir Brown, 6th September 19...” 

FIRST OF EXCHANGE OF BILL DRAWN IN A SET 




[u.i Fn't ' Ex 

chan-jt fi-'tj , ihe 
Second an,i 
't'hxrd are <.Ji 
stamped.) 


No. 2. 

Exchange /or £250 12 0 Qttebkc, l5< 19 

At sixty days after sight of this First of Exchange (Second * 
and Third not paid) pay to ourselves or order Two hurulred and 
fifty pounds, twelve shillings. Value received per s.s. “ OphirN 

To Messrs W. Heywood & Co., per pro L. Low ning & Co. 
London. S. T. Kvans. 


♦ Xiic Second ot exchange will be worded “Pirst and Third not paid,*' and the 
'Third of exchange “ First and Second not paid.” 

For the purpose of the Bills of Exchange Act this is a foreign bill, but as it 
is payable inside the United Kingdom the stamp duty is the ordinary Is. per 
cent. 

FIRST OF EXCHANGE OF BILL FOR COLLECTION OR NEGOTIATION 



iVo. 3. £285 0 0 London, Is^ *Sieptcm6er, 19.. 

Sixty days after sight pay this First of Exchange (Second 
and Third unpaid) to our order the sum of Two hundred and 
eighty-five pounds Sterling payable at the National Bank of 
India's drawing rate for Demand Drafts on London uiih interest 
at Four per cent, per annum added thereto from date hereof to 
approximate due dale of arrival of the remittance in London, 
value received. 

To Messrs Black & Jones, For and on behalf of 

Mbrohants. Traders, Limited. 

Calcutta, W. Black, Director. 

A . Smith, Secretary. 


bor the purposes of the Bills of Exchange Act this is a foreign bill,but as it 
is drawn inside the United Kingdom the stamp duty is the ordinary Is. per cent. 
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BILL DRAWN ABROAD ON PERSON RESIDENT ABROAD BUT 
ACTUALLY INDORSED IN THE UNITED KINGDOM 



No. 4. $2,440 Cape Town, 1th November, 19.. 

Three months after sight of this First of Exchange {Second 
and Third of same tenor and date being unpaid) pay to our 
Order the sum of two thousand four hundred and forty dollars 
for value received. 

To Mr a. Smalley, per pro L. Johnson & Co. 

New York. S. Allman {Partner). 


Note.— The rate of exchange has been taken at 4 dollars to the £. This 
is a foreign bill “ drawn and expressed to be payable outside the United King¬ 
dom,” and as it has been indorsed in the United Kingdom it must be stamped 
at tlie lower rate of Od. ])(ir cent. The stamp must be affixed before the bill is 
indorsed or otherwise d(‘alt with in this country. The sterling value of the bill 
for stamp duty purposes is coruputed on the basis of the rate of exchange ruling 
on the date of the bill. The bill would have been stamped in accordance with 
the iaW of the country in wliich it was drawn and would, also, have to be stamped 
in accordance with the law of the country in which it is payable. 

BILL DRAWN IN THE CHANNEL ISLANDS ON PERSON RESIDENT 
IN THE ISLE OF MAN BUT ACTUALLY NEGOTIATED IN THE 
UNITED KINGDOM 



No.b .i'316 10 6 Jersey, 2/rZ 19.. 

Two months after dote pay to my Order the sum of Three 
hundred and sixteen pounds ten shillings and sixpence for value 
reccived. 

To ]\1r F. Allen, A. Tun linujn. 

Doiiolas, 

Isle of Man. 


For the purposes of the Bills of lllxchange Act this is an inland bill (both 
drawn and payable in the British Isles) but as it is both drawn and payable 
outside the United Kingdom it is only liable at the lower rate of Od. per cent, 
for stamp duty purpos(’-s. 

JJio following arc spcdinen forms of Ib'omissory Notes —■ 



£51 0 0 London, l5i <Septew6cr, 19.. 


At three months after date 1 promise to pay James Edwards 
df Co. 07 order the sum of Fifty-one pounds sterling, valv^ 
received 


Albert Smith, 
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£210 0 0 Manchksteb, 23r(/19.. 


On demand loc promise to pay to A. Thorpe rf? Co, the sum 
of Two hundred and ten pomuls for value received. 


J. Nicholes, 
L. Taylor. 


Note that Promissory Notes, whether payable on demand or not, must bear 
ad valorem stamps at the same rates as for bills of exchange payable after date. 

The Books in which Bill Entries are Made. 

The whole of a trader's transactions in bills of exchange may 
be adequately recorded in the journal and ledger; but in practice 
this is done only in small businesses, and a trader or firm whose 
dealings in bills are numerous makes the original entries in one 
of two specially ruled books, termed the “ Bills Receivable Book " 
and the “ Bills Payable Book '' respectively ; again adopting the 
convenient system of the subdivision of the journal and the 
ciassiQi’ation of transactions of a similar nature into groups for 
entry into a separate book. 

/\;i iudiealed above, the books are ruled into special columns, 
der^'giied to give all necessary information regarding each bill; 
spccbLcns of each book are given on pages lio and 147, and it 
will greatly cissist the reader in memorising the rulings if the use 
of each column is described in detail:— 

Bills Receivable Book. 

(a) Serial Ntimher of Bill. This number, given to each bill 
on receipt, facilitates reference to the actual bill in the 
bill-folder or portfolio, and is a short and handy 
‘‘ title " for use in correspondence and for identification. 

(&) Date Received. Explanation is unnecessary, it being an 
accepted principle that all book-keeping transactions 
must be dated. 

(c) From Whom Received. This column records the name 
of the debtor who has given the bill in full (or partial) 
settlement of his indebtedness, and indicates the per¬ 
sonal account to be credited with the amount of the bill. 

{d) Drawer. Although in the example this is “ Self " in each 
case, it will not always be so ; the name here indicates 
one of the essential parties to the bill, who may be 
held liable on dishonour. 

(e) Acceptor. The importance of this column needs no 
emphasis, as Hie acceptor is the person primarily liable, 
to whom all parties look for payment in due course. 

(/) Place of Payment. The insertion of this information 
obviates delay on presentation as the bill can be 
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forwarded to the correct “ domicilein the first 
instance. 

{(j) Qi) and {j). Although the particulars in any one of these 
columns can be calculated from the other two, the use 
of the three columns gives all the necessary information 
at a glance. 

{k) Ledger Folio. These figures record the folio in the ledger 
containing the personal account of the person forward¬ 
ing the bill; this account must, of course, be credited 
as indicated in (c) above. 

(/) Amount of Bill. This column indicates the amount to 
be credited to the personal account (see (c) above) for 
each bill, and, when totalled periodically—usually 
monthly—the amount to be debited to the Bills 
Receivable Account in the General Ledger. 

(m) Disposal. This is a space for memoranda recording tlie 
disposal of the bill, which may be retained until 
maturity, when it is either paid or dishonoured; dis¬ 
counted, before maturity, with the bank ; or indorsed 
over to a creditor in reduction of a debt owing to him 
by the trader. 

The two additional columns mentioned at the foot of the 
example are self explanatory ; they are extremely useful, as 
tliey give further information regarding the bill, and also act as 
a check upon the cash book entries. 


Bills Payable Book. 

(a) No. of Bill. The necessity for this column is indicated in 
(a) above. 

{b) Date Accepted. This column records the date Uie bill 
was accepted. 

(c) Drawer. The drawer is the creditor whose personal 
account is debited with the amount of the bill, as he is 
the person to whom the value of the bill is given (whether 
he transfers the bill to another or not matt-ers little to 


the acceptor). 

(d) To Whom Payable. This column serves to identify the 

bill more completely. 

(e) Where Payable. In the absence of special arrangement, 

bills are usually accepted payable at the acceptor’s 
bank ; this column records both the usual course and 
deviations therefrom, and enables the necessary arrange¬ 
ments for payment to be made. 

n / f nil ^ payable the last (due 

(/) Date of mu. jg extremely important, as only by 

n \ arranging for prompt payment of every bill 

(h) Due Date. jg damage to the credit of a firm avoided. 


The remaining columns are sufficiently described under Bills 
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Receivable Rook above ; tlic amount of each individual bill 
is posted to the debit of the creditor’s account in the personal 
ledger, and the periodical total is credited to the “ Bills Payable 
Account ” in the General Ledger. 

It may be noted here that in the Bills Receivable Book there 
is no column for “ to whom payable,” and in the Bills Payable 
Book no column for acceptor”; in both cases the name of the 
trader or firm would be filled in, and it is therefore a waste of 
time and space (in the case of a bill receivable another person 
may be expressed on the bill as the payee, but the right has been 
negotiated to the holder, i.e., the trader or firm in whose books 
the entry is made). 

The items shown in the bill books on pages 14() and 147 would 
appear in accounts in the General Ledger as shown below, it 
being assumed that no bills were outstanding on the 1st January, 
and that the books were closed on the 31st March for the 
preparation of the annual accounts. 

Dr RILLS RECEIVABLE ACCOUNT. Cr. 


19. 



1 £ 

s. 

d. 19.. 




£ 

s. 

d. 

Jan. 

*31 

T(* 

1 425 

0 

0 Jan. 2 

By Cash and 

Dis- 











count. 

, 


200 

0 

0 






„ 29 

„ Cash and 

Dis- 








i 



count. 



76 

0 

0 






Mar. 31 

„ Balance 


c/J. 

150 

0 

0 




£425 

0 

0 




£426 

0 

0 

Apr. 

1 

lo Balance . 

6/d. 150 

0 

0 May 7 

By Cash . 



150 

0 

0 

Dr. 



BILLS PAYABLE ACCOUNT. 



Cr. 

19. 



£ 

8 . 

d. !i 19.. 



£ 

s. 

d. 

Mar. 

* 4 

To Cash 

176 

10 

0 |! Jan. 31 

By Sundries 


1 652 

10 

0 


20 

f» »» • • j 

226 

0 

Oj 






25 

„ C *«h and Dis- , 



1, 








count 

52 

0 

0 


[ 




tf 

31 

„ Balance . . I 

cjd. 200 

0 

0!' 

1 , 









£662 

10 



i 

£652 

10 

0 

July 

26 

To Cash • 

i 

200 

0 

0 j; Apr. 1 

By Balance 

• 

bjd. 

200 

0 

0 


Note. —At 31st March, the balance on the Bills Receivable Account (£150) 
is shown as an asset, and the balance of the Bills Payable Account (£200) 
appears as a liability in the Balance Sheet. 


Discounting Bills Receivable. 

When bills receivable are discounted with a bank, the dis¬ 
count is charged on the full amount of the bill, in accordance 
with the following formula :— 

Days between 
date of discounting 

Amount of Bill ^ Rate of Interest ^ and maturity. 
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Tn calculating the number of days between the date of 
discounting and maturity either the date of discounting or the 
date of maturity must be omitted. Thus, if a bill maturing 
on 15th February (i.e., 18th February, allowing for the days of 
grace) is discounted on 3rd January, the number of days for 
which interest is charged will be 46—January 28; February 18 
—not 47. 

This discount is known as bankers’ discount or mercantile 
discount in contradistinction to true or theoretical discount, 
which is the difference between the true present value and the 
amount of the bill. The true discount may be ascertained by 
the following formula :— 

Amount of Bill X Rate of Interest x Time in Years. 

100 + (Rate of Interest X Time in Years). 

This form of discount is not used in j)ractice, the amount of 
discount deducted by the banker on discounting a bill being 
calculated in accordance with the formula given on the previous 
pagQ. 

When a bill is discounted, the necessary entries are :— 

Debit the Cash Book (“Bank” column) with the full face 
value of the bill and credit the Cash Book (“Bank” 
column) with the discount. The Bills Receivable Account 
is credited with the full amount of the bill, and the dis¬ 
count debited to Banker’s Discount Account (or Bank 
Charges and Interest Account, if the number of transactions 
does not warrant a special account being opened for 
interest). The balance on Banker’s Discount Account will 
be transferred to the debit of Profit and Loss Account at 
the end of the trading period. 

It is desirable that the Discount Account in the General 
Ledger should include only the cash discount allowed to 
customers or by creditors, and consequently the charge made 
by bankers in connection with the discounting of bills should 
not be recorded in the cash discount column of the Cash Book, 
but recorded in the manner indicated above. The adoption of 
the method outlined above will ensure that the banker’s discount 
or interest will eventually reach its ])roper destination, instead 
of being diverted to the ordinary Discount Account, and also 
enables the entries in the Cash Book to be more easily verified 
with the entries in the bank pass book, for it is the practice of 
bankers to record the two entries in the customer’s account 
separately and not merely to credit him with the net amount 
allowed for the bill. 

EXAMPLE. 

On Ist Marcli, A sells goods to B for £250, and B accepts a bill of exchange 
for this amount, payable in three months. On 16th March, 4 being in need 
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of the money, discounts the bill with his bankers at 6% per annuiTi discount. The 
bill is duly met at maturity. Find the amount of the discount charged by the 
bank, and enter the transactions in Ledger. 

The amount of discount is calculated as follows :— 


£250^ 

_-.X 


6 80* 
100 366 


-£2 14s. 9d. 


The number of days includes the three days of grace, and covers 17th March 
to 4th June, iiiclusive. 


Dr. 


B’s ACCOUNT. 


Cr. 

19.. 


£ s. d. ■; 19.. 

i Mar. 1 

By Bills Recoiv- 

£ 8. d. 

Mar. 1 

To Sales*. 

250 0 0 ; 


able . 

260 0 0 

* 3’he corresponding credit is included in the periodic^al posting to Sales 
Account. 

Dr. 

BILLS RECEIVABLE ACCOUNT. 

Cr. 

19, 


£ s. d. 

19.. 


£ 8. d. 

Mw. : 

To B. . 

260 0 0, 

Mar. 16 

By Bank . 

260 0 0 

- - 

--- 

- --- 

- - 

- - - 

- - - - - 

Dr. 

CASH BOOK (BANK COLUMN). 

Cr. 

19.. 

Mar. lb 

To Bills Receiv¬ 
able Dis¬ 
counted . 

£ s. d. 

260 0 0 

19.. 

Mar. 16 

By Banker’s Dis¬ 
count 

£ 8. d. 

2 14 9 

i 


Dr. BANKER’S DISCOUNT ACCOUNT. Cr. 


1 

19.. i 


£ 8. d. 



Mar. 16 

To Bank . 

2 14 9 




Retiring Bills of Exchange. 

It sometimes happens that a trader who is liable on a bill 
wishes to pay or “ retire the bill before its due date. This 
occurs, more usually, with merchants who have made purchases 
of colonial or foreign produce on the terms “ Documents against 
Payment,"' or “ Cash against Documents." Upon presentation, 
the draft is accepted by the drawee, and is recorded in the usual 
way in his Bills Payable Book. Later, upon arrival of the steamer, 
the merchant may “ take up " the documents and pay the bill, 
less an allowance for the unexpired term. 
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It is evident that the effect of this is exactly the reverse of 
discounting a bill with the bank, for the trader now receives an 
allowance for making a payment before it is due. This trans¬ 
action may therefore be recorded by (i) crediting Cash (Bank 
column) and debiting Bills Payable Account with the full face 
value of the bill, and (ii) debiting Cash (Bank column) and 
crediting Rebate on Bills Account with the amount of the interest 
allowed by the bank. The balance on Rebate on Bills Account 
will be transferred to the credit of Profit and Loss Account at 
the end of the trading period. 

In the books of the person holding the bill (e.g., the payee) 
the retirement of a bill receivable will be treated in a similar 
manner to that already explained on page 149 for bills discounted 
but in place of Banker’s Discount Account the amount allowed 
for rebate is debited to Discount Account. 

The retirement of bills of exchange, however, is not confined 
to foreign bills ; it may (and frequently docs) occur with inland 
bills 'when the acceptor finds that he has sufficient funds 
available. 


The Treatment of Bills Receivable. 

Ordinarily, bills receivable are either discounted or handed 
to a banker for collection at maturity. The entries required to 
record discounting transactions are shown on pages 149 to 150; 
when bills are collected by the bank, the procedure is to debit 
the bank column in the Cash Book and credit Bills Receivable 
Account. 

For bills drawn on colonial or foreign customers against goods 
shipped to them, the trader may adopt one of the following 
methods :— 

(1) Sell the bill outright to his banker ; 

(2) Hand the bill to his banker with instructions to 

collect; or 

(3) Obtain an advance from his bank upon the security of 

the shipment, a final settlement being effected when 
the banker has received the proceeds of the bill from 
his colonial or foreign agent. 

By the first method, the Cash Book (Bank column) is debited 
and Bills Receivable Account is credited, the discount or other 
charges for negotiation being credited to the bank column in the 
Cash Book and debited to Bank Charges (or Banker’s Discount) 
Account. 
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With the second method, a separate account is opened in the 
ledger headed with the name of the bank and a sub-heading— 

“ Bills for Collection Account/’ 

To this account is debited, from time to time, the amount of 
the bills handed to the bank for collection, Bills Receivable 
Account being credited. When the proceeds are received, the 
Cash Book (Bank column) is debited with the full amount, and 
the Bank Bills for Collection Account is credited, any charges 
incurred being credited to the Cash Book (Bank column) and 
debited to Bank Charges Account in the ledger. 

For the third method a Bank Bills for Collection Account is 
also opened, and debited with the full amount of the bills, Bills 
Receivable Account being credited. The amount received as 
an advance is debited to the Cash Book (Bank column) and 
credited to the Bank Bills for Collection Account. When the 
final settlement is effected, the gross balance due is debited to 
<.!ash B('ok (Bank column), and the Bank Bills for Collection 
Account is crediied and closed. The bank charges are credited 
to tho Book (Bank column) and debited to Bank Charges 
Acceun;. 

Dishonoured Bills, 

[■> Sometimes hajjpens that when a bill is presented for ])ay- 
meni/, the person on whom the bill was drawn is not in a position 
to meet it; the bill is then said to be dishonoured. The entries 
necessary to record the dishonour will depend on how the bill has 
already been treated in the books. The main thing to remember is 
that the entries already made must be reversed by further entries. 
In the case of a Bill Payable, i.e., a bill given to a creditor in pay¬ 
ment of his account, the Bills Payable Account will have been 
credited and the personal account of the creditor debited with the 
amount of the bill. If, when the bill matures, i.e., becomes due, it 
has to be dishonoured owing to financial embarrassment, the entries 
necessary to record the dishonour will be to debit Bills Payable 
Account and credit the personal account of the creditor. If the 
creditor has incurred any expense through the bill being dis¬ 
honoured, e.g., noting charges, he will naturally expect to be 
compensated by the debtor. His account then will be credited 
with the amount of the charges and a Charges Account debited. 
These entries will be made through the journal, the only entry in 
the bill book being a note in the last column to the effect that the 
bill has been dishonoured. 


EXAMPLE. 

On 1st January, A. Brown purchases goods from S. Smith for £200, giving 
in settlement a three months’ bill. When the bill is presented for payment at 
maturity Brown is unable tn pay it, and Smith has the bill noted, the charge being 
3s. 6d. Show the entries in Brown’s 'Ledger recording the transactions. 
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Dr. S. SMITH. Cr 


19.. 



£ B. d. 

19.. 



£ s. 0. 

Jan. 1 

To Bills Payable . 


200 0 0 

Jan. 1 

By Purchases * 


200 0 0 





April 4 

By Bills Payable Dis¬ 








honoured 


200 0 <1 





„ 4 

1 

„ Notarial Charges 


3 6 


* The corresponding debit is included in the p< riodical posting to Purchases Account. 


Dr. 


BILLS PAYABLE. 


Cr 


19.. 

April 4 

To S. Smith; Dis¬ 
honoured Bill 


£ s. d. 

200 0 0 

19.. 
Jan. 1 

By S. Smith . 


£ 8. d. 

200 0 0 









Dr. 


NOTARIAL CHARGES. 

Cr. 


19.. 

To's. Smith . . ! 


£ s. d. 

April 4 



3 (*» 


In the case of a BiJl Receivable, i.e., a bill received in settle¬ 
ment of a debt, the bill may have been retained until maturity 
when it was presented to the debtor for payment, or it may have 
been discounted with a banker. If it has been retained, the entries 
made in the books will have been to debit Bills Receivable 
Account and credit the personal account of the debtor. When 
the bill is dishonoured, the entries necessary to reverse these 
will be to credit Bills Receivable Account and debit the personal 
account of the debtor. If any expenses have been incurred the 
Cash Book will have been credited with the amount paid, and 
this should be posted to the debit of the pei soiial account of the 
debtor, since he will be required to refund this amount. 

EXAMPLE. 

On 1st January, S. Smith sells, to A. Brown, goods to the value of £200, 
receiving in payment a three months bill. The bill is dishonoured at maturity 
and is noted, the notarial charges being 3s. 6d. Show the entries in Smith’s 
Ledger and Cash Book recording the transactions. 


Dr. A. BROWN. Gr. 


19.. 



. 

CD 

19.. 



£ 3. d. 

Ian. 1 

To Sales * 


200 0 0 

Jan. 1 

By Bills Receivable 


i 200 0 0 

April 4 

To Bills Receivable 








Dishonoured 


200 0 0 





„ 4 

„ Cash, Notarial 








Charges 


3 6 






* The corresponding credit is included in the periodical posting to Sales Account. 
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Dr. BILLS RECEIVABLE. Or. 


19.. 
Jan. 1 

To A, Brown 


£ s. d. 
200 0 0 

19.. 

April 4 

By A. Brown; Dis¬ 
honoured Bill 


£ s. d. 

200 0 0 









Dr. 


CASH BOOK. 


Cr. 





19.. 
April 4 

By A. Brown, Notar¬ 
ial Charges 


£ 8. d. 

3 6 


In the second case, where the bill has been discounted with 
the bank, the following entries will have been made in the books :— 

(a) On receipt of the bill. Bills Receivable Account will have 
been debited and the personal account of the debtor credited 
with the amount of the bill. 

(f>) When the bill was discounted with the bank, the total of 
the bill will have been entered in the debit bank column of the 
Cash B' ^ok and posted to the credit of Bills Receivable Account, 
whilst the chcjrges for discounting the bill will have been entered 
in the credit bank column in the Cash Book and posted to the 
del;it oi Banker’s Discount Account. 

Vv Lon the bill is dishonoured any expenses incurred should be 
credited to the Cash Book and debited to the personal account 
of the debtor, as these expenses arose through his action in 
refusing payment of the bill. The latter account should also be 
debited with the face value of the bill, the bank column of the 
Cash Book being credited. No further entry will be necessary in 
respect of the discount charged by the bank, since this charge 
was made for the loan of the value of the bill by the bank for 
the period from the date of discounting to the date of maturity. 

EXAMPLE. 

On Ist January, S. Smith sold to A. Brown goods to the value of £200, receiving 
in settlement a three months’ bill. On Ist February, the bill was discounted with 
the bank for £198 lOs. On 5th April, the bill was returned unpaid, notarial 
charges being Ss. 6d. Show the entries in S. Smith’s Ledger and Cash Book 
recording the transactions. 

Dr. A. BROWN. Or. 


19.. 



£ 8. d. 

19.. 



£ s. d. 

Jan. 1 

To Sales * 


200 0 0 

Jan. 1 

By Bills Receivable 


200 0 0 

April 5 

To Bank; Dishon¬ 








oured Bill 


200 0 0 





„ 6 

„ Bank; Notarial 


[ 






Charges 


3 6 






* The corresponding credit is included in the periodical posting to Sales Account. 
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/> BILLS RECEIVABLE ACCOUNT. Cr. 


19.. 1 


£ 8. d. 

1 

19.. 



£ s. d. 

Jan. 1 


200 0 0 

Feb. 1 

By Bank j 


200 0 0 

1 








Dr, CASH BOOK (BANK C0LU]\1N). Or. 




£ 8. d. 

19.. 



£ s. d. 

To Bills Receivable 



Feb. 1 

By Banker’s Dis- 



Discounted 


200 0 0 


count 


1 10 0 




April 5 

„ A. Brown; Dis- 






1 

honoured Bill i 


o 

o 

s 




1 0 

„ A. Brown; Not- 1 





I i 

! 

arial Charges | 

3 0 


Dr. BANKER’S DISCOUNT ACC’OUNT. Cr. 


19.. 

Feb, 1 

To Bank; Discount 


£ s. d. 






of Bill . 


1 10 0 






The steps to be taken when a bill has been dishonoured, 
will depend upon circumstances : usually the debtor's lack of 
funds is merely temporary, and the creditor agrees to accept 
a new bill for the full amount plus expenses and interest for the 
extended period ; or, in the case of a part payment, for the 
balance remaining due. If, however, it appears useless to 
extend the period, then other steps must be taken for the recover}^ 
of the amount due. 

Upon renewal of a bill, the debtor is debited with interest 
and the cost of new bill stamps, while the old bill is surrendered 
in exchange for the new acceptance. The latter is entered in the 
Bills Receivable Book in the usual manner. 


EXAMPLE. 

Goods are sold to A. Mann on 25th January for £240 on credit terms for a 
three months’ bill from 1st February. The bill is accepted, in due course and is 
discoimted with the bank on 3rd February at 4J% per amium. It is returned 
unpaid on 5th May, notarial charges being 3s. 6d. 

On 10th May, A. Mann pays £100 on accoupt and it is arranged that a new 
bin at three months’ date shall be given for the balance plus interest at 6% 
per annum on amounts outstanding from 4th May. Show the entries in the 
seller’s Ledger and Cash Book. 
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Dr, 




A. MANN’S 

ACCOUNT. 


Cr. 

10. 




£ 8. d. 

19.. 



£ 

H, d 

J;\n. 

25 

To Sales ♦ 


240 0 0 

Feb. 1 

By Bills Receivable 


241) 

0 0 

.May 

6 

To Bank ; Bill Dis¬ 



May 10 

By Bank 


100 

0 0 

5 

honoured 

„ Bank; Notarial 


240 0 0 

10 

,, Bill Receivable. 


142 

14 (• 




C^harg(\s 


3 (> 







iO 

„ Interest on Ue- 










nevval of Bill . 


2 S () 







10 

„ Bank ; Bill 










Stamp . 


2 0 








1 


£242 14_0 




£242 

14 0 



! 









♦ ' 

he eoi'res])ondine e.iedit is inclu(hal in the periodical po.sting to Sales Account. 

j)r. 



BILLS RECEIVABLE ACCOUNT. 


Cr. 

10. 




£ s. (i. 

19.. 


£ 

8. d. 

Feb. 

’ 1 

To Mann . 


240 0 0 

Feb. 3 

By Bank 

240 

0 1 

May 

10 

'lo . Maun . 


142 14 u 
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CASH BOOK (BANK COLUMN). 



Cr. 

10. 

. i 

; 


£ S. d. ; 

19.. 


£ 

s. d. 

Feb. 

3 

To Bill R( oeivable ' 



Feb. 3: 

By Diseoimt Charges 
on A. Mann’s bill, i 





No..., A.Mann ! 


240 0 o; 

1 



May 

10 

„ A. IMann . 


100 0 0 

i 

90 d/s. on £240 | 
la] 41 'hh . . : 

2 

13 3 


1 

i 




May 0 

„ A. Mann; Dis- ; 
lionoured Bill . , 

240 

0 0 - 


1 




„ 5; 

„ A. Mann ; Not- ' 




! 





arial (Charges . ; 


3 6 


j 




M 10 ; 

„ A. Mann ; Bill 




i 

1 





vStamp 


2 0 

Dr. 


BANKEirS DISCOUNT ACCOUNT. 


Cr. 

10.. 




£ s. d. 

19.. 

1 

£ 

s. d. 

Feb. 

3 

To Bank 


2 13 3 






Dr. 




INTEREST 

ACCOUNT. 


Cr. 

19.. 




£ 8. d. 

19.. 



£ 

8. d. 






May 10 

By A. Mann . 


2 

8 () 


Notk. —Tlic interest payable i>y A. Mann, £2 Ss. 6cl., is obtained by charging 
0% p.a. on £240 for 0 days, plus 6%'p.a. on £140 for 95 days. 
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Bills Receivable Ledger. 

Where bill transactions are very numerous, a combined J^ills 
Receivable Journal and Ledger may be adopted ; it is usually 
termed the “ Bills Receivable Ledger/" A specimen of this 
ledger is shown on page 158, and by this method a separate page 
is used for the bills falling due each month. 

The individual items are credited to the debtors" personal 
accounts in the usual way, while each page of the ledger is cleared 
at the end of the month by the cash received, plus discount 
charges and renewals (if any). The monthly total of the 
discount column is debited to the Bankers" Discount (or the 
Interest) Account in the General Ledger, each cash entry being 
cross referenced with the Cash Book folio. 

Where this form of Bills Receivable Ledger is adopted, it is 
usually the practice to discount jiromptly all the bills received, 
and, therefore, at the end of the financial year there are usually 
very few bills in hand. At the end of the financial year the money 
columns of those pages which are not cleared are totalled, and 
the balance carried down is inserted in the “ Renewals, etc.,"" 
column. The bills in hand are then re-entered on the lines below 
the totals. 

If the bill's payable are very numerous a similar ledger may 
be adopted to record these transactions. It will be obvious 
that, at the close of the trading period, the bills payable out¬ 
standing will appear on the pages representing future months, 
and to ascertain the total bills payable outstanding, all that is 
necessary is to add uy) these respective l)ages. If the end of tlie 
trading period occurs in the middle of a month, a balance for that 
month must be struck and brought down in the usual manner. 

It will be observed that the Bills Receivable and Bills Payable 
Ledgers act as a diary, showing at a glance the bills falling due 
at any date. Where these books are adopted, it must be re¬ 
membered that their respective balances must be inserted in the 
trial balance. 

Accommodation Bills. 

The nature of this class of bills has been explained on page L19, 
and although they are not often met with in modern business 
practice, accounting problems relating to these transactions are 
occasionally set at examinations. As a general rule, this class 
of question is best dealt with by means of journal entries (cash 
also being journalised), the narration in the journal assisting to 
explain the entry. This method has been adopted in the follow¬ 
ing typical example :— 

EXAMPLE. 

Jones, for the mutual and temjiorary accommodation of himself and Brown, 
draws upon the latter a bill of exchange at three months for £600, dated 1st 
March. Jones discounts this bill immediately at his bankers, the rate of discount 
bcung 6%, and hands half the proceeds to Brown. 

Brown, for a similar purpose, and at the same time, draws a bill at three 
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months on Jones for £300. This he discounts at his bankers at 5% and 
hands half the proceeds to Jones. Brown becomes a bankrupt on 30th May 
and a first and final dividend of 6s. in the £ is paid on his estate on Slst July. 

Assume, in each case, that one-half of the charge for discounting the bill is 
chargeable to Brown and one-half to Jones. 

Plepare journal entries recording these transactions in (a) Jones’ books, 
(6) Brown’s books. Also show Brown’s account in Jones’ books and Jones’ 
account in Brown’s books. 

JONES’ JOURNAL. /)r. Cr. 


j Bills Receivable Account 

Dr. 

To Brown .... 


1 Being 3 months' accommodation 

1 hill accepted by Brown. 


1 Cash. 

Dr. 

i To Bills Receivable Account 


Beii\g Bill Receivable discounted. 


yy „ i Sundries 

. Dr. 

' To Cash 


Bank Charges 

Brown . 



Being Banker's discount on bill 
shared equally with Browns as 
arranged. 


•» ft 


ft 


ft 


tf 


ft 


June 4 


I Brown ..... Dr. 

I To Cash ..... 
j Beii^ half proceeds of discounted 

I bill paid to Brown. 

Brown ..... Dr. 
To Bills Payable Account 
Being 3 months' bill drawn by 
Brown. 


Cash. Dr. 

To Brown ..... 
Being half proceeds of bill remitted 
by Brown 


Bank Charges . . . Dr. 

To Brown ..... 
Being half discounting charges on 
billy as notified by Brovm. 


Sundries .... Dr. 

! To Cash ..... 
i Bills Payable Account 

Brown .. 

Being discharge of bill for £300 
drawn by Brown ; and of the 
bill for £600 accepted by Brown 
on his default. 


July 31 


tt 


tt 


Cash. Dr. 

To Brown. 

Being dividend of 6s, in £ on 
amount due from Brown 


Bad Debts Account . . Dr. 

To Brown. 

Being irrecoverable balance on 
Brown* 8 account toriUen off. 


£ s. d. £ 8. d. 

600 0 0 

600 0 0 


600 0 0 


600 0 0 


3 18 1 
3 18 1 


296 1 11! 


300 0 0 


1 148 1 0 


1 19 1 


7 16 2 


300 0 0 
600 0 0 


112 10 0 


337 9 11 


296 1 11 


300 0 0 


148 1 0 


1 19 1 


900 0 0 


112 10 0 


337 9 11 
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CROWNVS ACCOUNT. 
(In Jonks’ Ledger.) 


Cr. 


19.. 

'T "i 

£ s. d. 

19.. 



£ 8. d. 

Mar. 1 

To Cash . . ' 

3 18 1 

Mar. 1 i 

By Bill Receivable 


600 0 0 

f9 9f 

Bill Payable . ' 

296 1 11 


„ Bank Charges 


1 19 1 


300 0 0 

.. .. 

„ Cash . 


148 1 0 

June 4 

„ Bill Rec(‘ivahlo 


July 31 ! 

99 99 • • 


112 10 (1 


dishonoured i 

COO 0 0 


„ Bad Debts 


337 9 11 


1 

£1,200 0 0 




£1,200 0 0 


' 







BROWN’S JOURNAL. 


19.. 
Mar. 1 


Jones. Dr. 

To Bills Payable Account 

Being accommodation hill drawn 
by Jones and accepted th is day. 

Sundries .... Dr. 

To Jones . 

Bunk Charges .... 

Ce.sli. 

Being receipt of half the proceeds 
i of bill drawn by Jones. 

Bills Ib^ccivable Account . Dr. 
To Jones ..... 

' Being accommodation bill acccpkxl 

I hv Jones. 


Cash. 

To Bills Receivable Account 
Being bill discounted this day. 


Dr. 


Sundries .... Dr, 
To Cash 
Bank Charges 
Jones .... 

Being bank charges on bill dis¬ 
counted, shar^ equally with 
Jones as arranged. 


Jones. Dr. 

To Cash. 

Bein^ payment of half proceeds of 
bill, as arranged,. 


June 41 Bills Paya-ble Account . . Dr. 

1 To Jones. 

j Being dishonoured bill payable, 
j discharged by Jones. 


July 31 


; Jones. Dr. 

i To Sundries .... 

i „ Cash. 

„ Deficiency Account 
1 Being final discharge of debt 

j due to Jones by payment of 

I dividend of 68. in £. 


Dr. 


Ij £ R. d. 

ll 600 0 0 


3 18 1 
290 1 11 


300 0 0 


300 0 0 


1 19 0 
1 19 1 


148 1 0 


600 0 0 


449 19 11 


Cr. 

£ s. d. 
600 0 0 


300 0 0 


300 0 0 


3(K) 0 0 


3 18 1 


148 1 0 


600 0 0 


112 10 0 
337 9 11 
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JONES* ACCOUNT. 
(In Brown’s Ledger.) 


Or. 


V )., 



1 j 

£ 8. d. 19.. 



£ 8. d. 

Mar. 1 

To Bill Payable . 


600 0 O! Mar. 1 

By Bank Cliarg('s 


3 IS 1 

*9 99 

„ Bank Charges 


1 1! „ „ 

„ Cash 


290 1 11 


„ Cash 


148 1 0! „ „ 

„ Bill Keceivahlc 


o 

o 

8 

July 31 

,, Deficiency A/c. 


112 10 0ljune4 

„ Bill Payable 



99 9 9 


337 911 

Dishonoured 


600 0 0 




£1,200 0 oil 

_- ii 


'£1,200 0 0 
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EXERCISE 5. 

A. Define and statue the characteristics of a negotiable instrument. What 
instruments are recognised as negotiable by English law ? 


B. Define and compare a “ bill of exchange ” and a “ promissory note.” 


C. Define an “ inland ” bill of exchange. In what respects is the distinction 
between an inland bill and a foreign bill of any imixirtance ? 


D. Enumerate the essentials to validity in a bill of exchange. Give an 
example. 


E. Define “ acceptance ” of a bill of exchange and state the requisites of a 
valid acee^ptance. What is the effect of an acceptance to pay at a particular 
place ? What are the liabilities of an acceptor for honour ? 


F, Explain the meaning and use of the phrase “Eeferce in ( ase of Need.” 


G. (a) Draft a form of an inland bill. 
(b) Draft a forjn of a foreign bill. 


H, What is an accommodation bill of exchange ? 


I, State briefly the obligations of the following parties to a bill of exchange :— 
(a) The acceptor. (b) The drawer. (c) The indorser. 


J, Explain the difference between a general and a qualified acceptance of a 
bill of exchange. Illustrate your answer by giving an example of each. 


F 
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K. What is the best and simplest way of dealing with bills receivable and 
bills payable in the books of a business in which bill transactions are numerous ? 


L. Draw up a form for a Bills Receivable Book and enter therein three 
examples. State how the double entry principle in book-keeping is observed 
as regards the use of this book. 


M. Draft what you consider the best form of a Bills Payable Book, making a 
few entries. How would you connect these with the other books of account ? 
What entries are made when a bill is retired ? 


N. On 1st March H. Halsey buys from G. Vernon goods value £760. Instead 
of paying casli, Halsey agrees to give Vernon a bill of exchange at four months, 
the amount of the bill to include interest at 6% per annum. On the due date, 
Halsey is only able to find £415 in cash, and he an’anges with Vernon for the 
retirement of the bill in consideration of this payment and a substituted bill at 
four months for the balance, plus interest at 6% j)er annum. Give the necessary 
entries in Vernon’s books (Journal and Ledger). Days of grace may be ignored. 


0. A customer of a business owes £100; he is allowed a discount of 2^% 
and is drawn upon for the balance by an acceptance at three months. The bill 
is dishoiioured at maturity. Set out the entries necessary to be made in the 
l>ooks of the business to which the debt is duo. 


P, On Ist January A owes B £6,000 for which B receives two acceptances 
from A, one for £2,000 payable in two montlis, the other for £4,000 payable in 
four mouths, in each case from Ist January. B duly discounts both these 
acceptances with his bankers on 3rd January at 4%. 

&fore the first bill becomes due A requests B to assist him in taking it up by 
providing him with £1,000 in cash, and drawing a third bill on A for that amount 
at three months from the due date of the first bill plus interest at 6% 
per annum ; B agrees to this proposal and advances the money, discounting the 
bill with his bankers at 4%. 

A week before the second bill for £4,000 falls due A again asks B to assist 
him to the extent of £2,500. B, however, is not in a position to do this, and, as 
his bonkers will not discount any more of A^s acceptances, he arranges with 
A to draw on him {B) two bills for £1,13116s. 8d. and £1,408 3s 4d. at two months 
and three months respectively from the due date of the £4,000 bill. B duly 
accepts these two bills and remits them to A, who discounts them with his bankers 
at 4%, and, assisted by the proceeds, duly meets the £4,000 bill. B also 
meets his two bills on maturity. On 7th Juno, A bficomes bankrupt, leaving 
his third bill unpaid. Make the necessary entries in books to give effect to 
the above transactions. 


Q. A. Kight and B. Just, being in want of fmids, on 7th January draw 
accommodation bills on each other, at four months, for £60. They discount 
the bills at 6% per annum and each meets his own acceptance at maturity. 
Show the ledger accounts in A, Kight’s books. 


R. On 3l8t January A owed B £600, for which B ree-eived two acceptances 
from Ay one for £300, payable in two months, and one for £200, payable in four 
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months. Each bill was dated Ist February. B discounted both these acceptances 
with his bankers on 28th February at 4%. 

Before the first bill became due A applied to B for assistance in meeting the 
bill by providing £200 in cash. This B agreed to, on condition that a new 
acceptance at two months was given for the amount advanced, plus 5%. 

A week before the second bill was duo A again applied to B for assistance, but 
B refused, and suggested that the bill should be renewed at two months, plus 
5%. This was done, and the bill due 7th June was duly met, but on 16th 
June A became bankrupt, leaving one bill, not yet due, unpaid. On 31st August 
his trustee paid a first and final dividend of 12s. 6d. in the £. 

Make the entries in books necessary U. record the above transactions. 


S. Set out a form of ruling of a “ Bills Receivable Book ” which will serve 
also as the ledger account of bills receivable, and enter therein the following 
Iransaotions, all the bills being drawn by “ selves on the persons from whom 
received:— 


19.. 

July 9. Received bill from G. Jackson, dated Cth July, payable 

three montlis after date. 

„ 17. Received bill from B. Sidwell, dated 16tli July, pay¬ 

able six montlis after date ..... 
„ * 18. Discounted G. Jackson’s draft with own bankers 
Aug. 21. Received bill from P. Mathew, dated 19th August, 
payable three months after date .... 
Sept. 13. Received bill from B. Meyer, dated 10th September, 
])ayablo three months after date .... 
Oct. 10. Discounted Meyer’s draft with own bankers 
Nov. 7. Received bill from H. Ixington, dated 7th November, 
payable six months after date .... 
„ 22. Received cash, P. Mathew’s bill .... 

„ 22. Received cash from Jxington to retire his bill 

Dec. 18. Received bill from 0. Nunn, dated 12th Dccemlx'r, 
accepted 17th December, payable three months 
after sight ....... 


£ 8. d. 

200 0 0 

187 4 2 
197 16 0 

492 7 6 

117 2 11 
116 0 6 

328 4 0 
492 7 6 
319 2 4 


240 0 0 


Bring down the balance on the book on Slst December. 


T. On 1st January, 19.., .1 di'ew and 7> accepted a bill at three montlis for 
£1000. On 4th January A discounted the bill at 0 |x*r cent, per annum, and 
remitted half the proceeds to IJ, On 1st I’ljbruary, 19.., 71 drew and A accepted 
a bill at three months for £41X). On 4th February, B discounted the bill at 6 
per cent, per annum, and remitted half the proceeds to A, A and B agreed to 
share the discounts equally. 

At maturity A met his acceptance but B failed to meet his, and recourse 
was had to yl ; A dreiv and B acciqitcd a now bill at three months for the amount 
of the original bill plus interest at 6 piT cent, per annum. 

On 1st July, 19.., 71 became bankrupt. A first and final dividend of 10s. Od. 
in the £ was paid by his trustee iu baiikrujitey on 31st October, 19... 

Write up B\s xAccount in books. Make caleulations iu months. 




CHAPTER VI 

THE ACCOUNTS OF PARTNERS 


Reforic dealing with the entries required to record partner¬ 
ship transactions in the books of account, it will be necessary to 
consider:— 

(1) What constitutes a partnership ; 

(2) The relations of the partners with each other and 

with the general public ; and 

(3) The rules and reguhations governing these relationships. 

In the absence of any agreement, ordinary partnerships are 
governed by the rules laid down in the Partnership Act, 1890, 
and limited partnerships by the Limited Partnership Act, 
1907 , 

Definiiion of a Partnership. 

Par^ajership is defined by Section 1 of the Partnership Act, 
1890, as ‘ the relation which subsists between persons carrying 
on a business in common with a view of profit.'' Sir Frederick 
Pollock has defined partnership more fully as “ The relation 
which subsists between persons who have agreed to share the 
profits of a business, carried on by all or any of them for the benefit 
of all of them." Section 2 of the Act states that in determining 
whether a partnership does or does not exist, regard shall be had 
to the following rules :— 

(1) Joint tonr^ncy, tenancy in common, joint pro]x*rt,y, common pro}x rty, 

or part ownership does not of itself create a partnei'ship as to anything 
so held or owned, whether the tenants or owners do or do not share 
any profits made by the use thereof. 

(2) The sharing of gross returns docs not of itseK create a partnership, 

whether the persons sharing such returns have or have not a joint or 
comraoii right or interest in any property from which or from the use 
of which the returns are derived. 

(3) The receipt by a p(‘rson of a share of the profits of a business is primd 

facie evidence that he is a partner in the business, but the receipt of 
such a share, or of a payment contingent on or varying with the 
profits of a business, does not of itself make him a partner in the 
business. 

The following, however, do not of themselves make a person 
a partner or liable as such:— 

(i) The receipt by a person of a debt out of accruing profits. 

(ii) The receipt by a servant or agent of a share of the profits of a business. 

(iii) The receipt by the widow or chil I of a deceased partner of an annuity 

payable out of the profits. 
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(iv) The advance of money by way of loan, on a contract that the lender 

shall receive a rate of interest varying with the profits arising from 
carrying on the business, provided that tlie contract is in writing, 
and signed by or on behalf of all the parties thereto. (The object of 
the contract in writing is to afford proof that no partnership exists.) 

(v) The receipt of an annuity or a portion of the profits of a business, in 

consideration of the sale of the goodwill of the business. 

In cases (iv) and (v) the persons concerned, although not 
partners, are deferred creditors, i.e., in the event of the bankruptcy 
of the borrower (or the purchaser as the case may be) their claims 
will not be paid until all other creditors entitled to prove in the 
bankruptcy have been paid in full. If the agreement mentioned 
in (iv) is not in writing the lender may be held liable as a partner. 

What Constitutes a Partnership. 

In dealing with partnership matters the definitions of a 
partnership, as given above, should be kept in mind. From 
these it will be observed that there are three essentials which 
must exist in order to constitute a partnership. These are :— 

^ (1) There must be a business, and for this purpose 
“ business '' means any trade, occupation, or pro¬ 
fession. 

(2) It must be carried on in common —i.e., it must be carried 

on by some or all of them for the benefit of all of 
them. 

(3) It must be with a view to 'profit; therefore the members 

of a club, which is not carried on for the purpose of 
making profits, are not partners. 

If these three essentials are kept in mind, it will in most 
cases be easy to ascertain whether or not two or more person.-, arc 
partners. 

Subject to the five exceptions given above, the sharing in the 
profits of the partnership business is very strong evidence of the 
existence of a partnership, and unless it is rebutted, gives lise to 
a presumption that a partnership in fact exists. The doctrine 
that the sole test of partnership was participation in profits was 
destroyed by the judgment in Cox v. Hickman, 1860. It was 
decided there that the true test of partnership was not merely 
participation in profits, but participation in profits in such a way 
as to create a relation of agency between tlie participators. 

Limitation of the Number of Partners. 

A partnership may not in any case consist of more than twenty 
persons, and if the partnership carries on the business of banking 
it must not comprise more than ten persons. Any combination 
or association of persons for purposes of trading with a view to 
profit, which exceeds these specified numbers, is not a partnership, 
and must be registered as a company under the Companies Act, 
1929. 
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The Partnership Name. 

A partnership is sometimes termed a “ firm,” and the name 
by which it is known is called the “ firm ” name. In the case of 
partnerships having a place of business in the United Kingdom, 
the Registration of Business Names Act, 1916, provides that:— 

(1) If the firm name does not consist of the true surnames of 

all partners who are individuals, and the corporate 
names of all partners who are corporations, without 
any addition except the true Clnistian names or 
initials of the individual partners ; and 

(2) In cases where a partner has changed his name, except 

in the case of a woman who has married, 

the firm must be registered under the provisions of the Act, and 
must file the following information with the Registrar of Business 
Names at the Board of Trade :— 

(1) The business name, the general nature of the business, 

the principal place of business and the date of com¬ 
mencement of business. 

(2) In respect of each individual partner, his pre.sent 

Christian name and surname, any former Christian 
name or surname, his nationality, and if that has 
been changed, his nationality of origin, his usual 
residence, and any other occupation. 

(3) In the ca.se of a corporation which is a partner, the 

corporate name an(l registered office. 

(4) Any change in the constitution of the firm. 

Kinds of Partners. 

Partners are variously described according to the nature of 
their activities in connection with the partnership business, but 
for book-keeping purposes they fall into two main classes :— 

A General Partner is one who has full powers of partici¬ 
pating in the conduct of the partnership busine.ss, and 
who is liable to the full extent of his estate for the 
partnership debts. 

A Limited Partner is one who has agreed to contribute 
a certain sum to, but is prevented % law from taking 
any part in the management of a partnership business, 
registered under the Limited Partnbr.ship Act, 1907, 
as a limited partnership. Unless the limited partner 
does take part in the management of the partnership 
business, he is liable for the debts of the partnership 
only up to the amount he has agreed to contribute to 
the partnership assets. In any limited partnership 
there must be one or more general partners who arc 
liable, for the debts of the partnership business, to the 
lull extent of their separate estates. 
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There are other sub-classificatioiib of partners, e.g., “ dormant 
or “ sleeping partners, who take no part in the management, 
but have unlimited liability. For present purposes, however, 
the two main classifications into general partners and limited 
partners will be found sufficient. 

Characteristics of a Partnership. 

The leading characteristics of a partnership may be thus 
summarised:— 

(1) Each general partner is liable jointly with the other 

partners for the whole of the partnership debts 
incurred while he is a partner. The estate of a 
deceased partner is jointly and severally liable. In 
Scotland the liability of a partner is joint and several. 
(Partnership Act, 1890, Section 9.) The difference 
between being “jointly’' and “jointly and severally” 
liable is that in the former case there is only one cause 
of action, and therefore when once a plaintiff has 
sued one or some of the i)artners, and recovered 
judgement, he cannot bring a subsequent action 
against any of the others if the judgement remains 
unsatisfied ; whereas in the latter case a plaintiff 
may first obtain judgement against one or more of the 
partners and subsequently sue other partners, one or 
more at a time, and recover judgement against them, 
until all the partners have been sued, or the amount 
due has been })aid. 

(2) The liability of a limited partner is restricted to the 

amount he has agreed to contribute, unless he 
commits certain acts which render him fully liable 
as a general partner. (limited Partnership Act, 
1907, Section 4.) 

(3) Every partner is an agent of the firm and of his co¬ 

partners for the purposes of the business of the 
partnership. (Partnership Act, 1890, Section 5.) 

(4) Some or all of the partners contribute money, or its 

equivalent, for use in the partnership business ; the 
contributions of the several partners may vary in 
amount, and the sum contributed by each partner 
is termed his capital. 

(6) The ultimate object of the partnership is the acquisi¬ 
tion of profit or gain, although losses may, of course, 
result. These profits or losses are shared in such 
proportions as may be agreed ; e.g., equally, or 

in proportion to each partners’ capital. 

In the absence of agreement. Section 24 of the Partner¬ 
ship Act, 1890 (see below), provides that profits 
or losses must be shared equally. 
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(6) Each partner (other than a limited partner) is entitled 
to participate in the management of the partnership 
business, but, except where specially agreed, he is 
not entitled to remuneration for so acting. 

Partnership Act, 1890, Section 24.—In the absence of any 
express or implied^ agreement between the partners relating to 
their interests in the partnership property, and their respective 
rights and duties, this section provides that the following rules 
shall apply :— 

(1) All the partners are entitled to share equally in the capital and profits 

of the biiainofts, and must contribiit/C equally towards the losses 
whether of capital or otherwise sustained by the firm 

(2) The firm must indemnify every partner in respect of payments made 

and j)ersonal liabilities incuired by him— 

(а) In the ordinary and proper conduct of the business of the 
finn; or 

(б) In or about anything necessarily done for the preservation 
of the business or property of the firm. 

(3) A partner making, for the yjurpose of the partnership, any actual pay¬ 

ment or advance Ix'yond the amount of capital which he has agret'd 
to subscril>c, is entitled to interest at the rate of 5% per annum 
from the date of the payment or advance. 

\\) A partner is not entitled, before the ascertainment of profits, to 
inU:rest on capital subseriix'cl by him. 

•6) Every partner may take part in the management of the partnership 
business. 

(fi) No partner shall be entitled to remuneration for acting in the partner¬ 
ship business. 

(7) No ]X5r8on may be introduced as a partner without the consent of 

all existing partners. 

(8) Aay difference arising as to ordinary matters connected with the 

partnership business may be decided by a majority of the partners, 
but no change may be made in the nature of the partnership business 
without the consent of all existing partners. 

(9) The partnership books are to be kept at the place of business of the 

partnei-ship (or the principal place, if there is more than one), and 
every partner may, when he thinks fit, have access to and inspect 
and copy any of them. 

Section 28 of the same Act provides that partners are bound 
to render true accounts and full information of all things affect¬ 
ing the partnership to any partner or to his legal representatives. 


Articles of Partnership. 

A firm may be established without any formality, and 
although the partners have certain unavoidable obligations to 
third parties, they may make such arrangements between them¬ 
selves as to the internal management of the firm and its financial 
affairs as they may choose. 

These arrangements may be expressed in writing, or be made 
orally, or they may be implied from the conduct of the partners ; 
e.g., if one partner regularly draws a monthly salary of £60 with 
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the knowledge of the other partners, it is assumed that this 
partner is entitled to the salary by mutual agreement. 

But while formally expressed rules and regulations are not 
legally necessary, it is most desirable that, in the event of a dispute 
arising during the course of the partnership or on dissolution by 
death or retirement, there should be available a definite state¬ 
ment of the terms of agreement between the partners. 

In addition, many of the regulations of the Partnership Act, 
1890, although perfectly just and equitable, may be found unsuit¬ 
able for the circumstances of the partnership, and it is highly 
advisable that the agreement excluding the provisions of the 
Act should be clearly set out in writing, as in the absence of an 
agreement, express or implied, the Act applies. 

It is accordingly usual for persons entering into partnership 
to express their intentions in “ Articles of Partnership/' This 
document, which may be either written or executed under seal, 
contains provisions upon such matters and of such a nature as the 
partners and their legal advisers may deem expedient, having 
regard to the particular circumstances in each case. Most 
partnership agreements deal with the following points, inter 
alia :— 

(1) The rights and duties of each partner. 

(2) The amount of each partner's initial contribution to 

the capital of the firm. 

(3) The division of profits and losses. 

(4) The limit of each partner's drawings in anticipation of 

profits. 

(5) The salaries (if any) to be paid to the partners. 

(6) The rate of interest (if any) to be allowed on capital. 

(7) The rate of interest (if any) to be charged on partners' 

drawings, 

(8) That a record of the partnersliip transactions be 

entered in books of account to be kept at a specified 
place, and to be open to the inspection of any 
partner or his approved representative. 

(9) That annual Trading and Profit and Loss Accounts 

and a Balance Sheet shall be prepared, audited by 
professional accountants and signed by all the 
partners. 

(10) That the audited and signed accounts shall be accepted 

as final by the partners, and be reopened only if a 
manifest error is discovered within a stated period. 

(11) The basis of valuing goodwill on the death or retire¬ 

ment of a partner. 
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(12) The method of determining the amount to be paid to 
a retiring partner or to the legal representative of a 
deceased partner, in respect of capital and profits 
since the date of the last agreed accounts. 

,(13) The circumstances which shall dissolve the partner¬ 
ship, the notice to be given by a retiring partner, 
etc. 

(14) The right of one or more partners to introduce a new 

partner without the consent of all. 

(15) An arbitration clause, providing for submission to an 

arbitrator of any dispute which arises. 

Dissolution of Partnership. 

A partnership is automatically dissolved by the happening of 
any event which makes it unlawful to carry on the business, or 
for the members to carry it on in partnership. 

Subject to agreement a partnership is dissolved— 

(1) If entered into for a fixed term, by the expiration of 
that term. 

(2} If entered into for a single adventure or undertaking, 
by its termination. 

(3) If entered into for an undefined time, by any partner 
giving notice to the others of his intention to dis¬ 
solve the partnership. 

(4; By the death or bankruptcy of a partner. 

Tlic Court also may decree dissolution in certain cases on the 
application of a partner. (See Chapter X V.) 

Partnership Accounts. 

The chief financial arrangements between partners fall under 
the following headings :— 

(1) Capital. —Capital may be introduced by some or all of 
the partners, and may consist of cash paid into the firm’s banking 
account, or the introduction of some asset or assets other than 
cash ; e.g., a partnership may be entered into by a sole trader 
and another person, the former introducing a miaceUaneous 
collection of assets representing his existing business, which, 
after deducting any existing liabilities, would represent the 
amount of his capital in the firm, and the latter contributing a 
sum of money as his share of the capital. The capital contributed 
by each partner is debited to the appropriate asset account, or 
to bank, and credited to the Capital Account of the partner. 
Unless there is an agreement to the contrary, the ratio in which 
capital is contributed may bear no relation to the proportion in 
which profits and losses are to be shared. 
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Partners* Capital and Current Accounts. —^The capital of a 
firm is not recorded in a single account, as in the case of a sole 
trader ; a separate capital account is opened in the name of 
each partner. Each capital account is credited with the amount 
of capital contributed by that partner on the formation of the 
partnership or subsequently introduced; with interest on his 
capital (if allowed) ; and with his share of the profits. 

The accounts are debited with the respective partners' draw¬ 
ings, interest thereon (if charged), and vith bis sliare of the loss on 
trading, if any. 

Each partner's account is closed after the preparation of the 
periodical Profit and Loss Account, and the balance brought down, 
if a credit, represents the partner’s capital as at the beginning of 
the new period; while a debit balance indicates a deficiency, 
i.e., that more than the partner's capital has been absorbed by 
drawings and/or by his share of losses on trading. 

Where the Articles of Partnership provide that the partners' 
capitals shall be maintained at stated amounts, it is usual to 
enter in the respective capital accounts only the actual contribu¬ 
tions to capital, and to record the drawings, shares of profits or 
losses, and interest on capital and drawings, in current accounts, 
one of which is opened for each partner. This method is supported 
by the leading authorities and should be adopted for examination 
purposes unless the question indicates that currcuit accounts are not 
kept. Where the capitals are odd amounts (c.g., £2,504 15s. 3d.), 
it may usually be assumed that current accounts are not used. 
Current accounts should always be opened in the case of a limited 
partner, in order to indicate whether he has withdrawn part of 
Ins agreed capital. 

When a partner's current account shows a credit balance, after 
profits, drawings, etc,, for the year have been included, he may, 
subject to any special arrangement to the contrary, draw a 
further amount equal to the balance. But if a debit balance 
results, e.g., through excessive drawings or the failure of the 
profits to reach expectations, he may be required to repay the 
amount overdrawn, or to clear off the debit balance by reducing 
his drawings during the period next ensuing. 

Interest on Capital. —Apart from express or implied agreement, 
partners are not entitled to interest on their capital accounts, but 
where the respective partners' capitals are unequal in amount, 
it is usual for them to agree that each partner shall be crt‘dited 
annually with interest at a fixed rate on the amount of his capital, 
as at the beginning of the year. This practice is adopted in order 
to adjust the rights of the partners mter se ; the annual amount 
charged by way of interest represents the income which would be 
yielded by the respective partners’ capitals if invested outside 
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the firm’s business. Such interest is debited in the Profit and 
Loss Appropriation Account, the respective partners’ accounts 
being credited. 

(2) Loans. —Where any partner introduces cash by way of 
a loan to the firm, this must be credited, not to his capital account, 
but to a special loan account, where it will remain as a liability 
until repaid. 

Subject to special agreement to the contrary, interest at 5 per 
cent, per annum is payable on loans from partners as distinct 
from ca])ital. This loan interest is credited to the special loan 
account or to the partner’s capital or current account, and debited 
to interest account, being eventually transferred therefrom to the 
Profit and Loss Account as an expense. The amount of any 
undrawn loan interest should be kept distinct from undrawn 
interest on capital, and should be shown separately on the Balance 
Sheet. The importance of distinguishing between capital and a 
loan lies in tue fact that on dissolution, when there may be a 
dcliciencv of assets, loans, together with any interest due 
thereoii, are repayable before amounts due on capital and 
curreuL accounts. 

(C) Salaries.— ^The Articles of Partnership may 

pioviiic uhat one or more of the partners shall receive a fixed 
salary in addition to a share in the profits. This provision is 
usua!^ '.rHii.J when there is a senior partner drawing the bulk of 
the proiits and one or more junior partners, to whom a fixed 
salary assures a minimum income. Salaries are also a convenient 
means of adjusting the distribution of profits where some partners 
are active and others dormant, or where one or more partners 
devote only part of their time to the affairs of the firm. Such 
salaries^ are recorded in the books by crediting cash, or the 
partner s current account if not paid in cash, and debiting a 
Partners Salary Account ; the total of the latter account being 
eventually transferred to the Profit and Loss Aiipropriation 
Account. 

(4) Drawings.— Where no salaries are provided for, it is 
customary for the partners to be permitted to withdraw, at fix(‘d 
or irregular intervals, sums on account of the share of profits 
o winch they expect to be entitled at the end of the financial 
year. Drawings, therefore, are not a charge against profits, and 
must not be transfeiTed to Profit and Loss Account. 

The sums drawn are credited in the cash book and debited to 
tile respective partner’s capital or current account. Drawings are 

or implied agreement of the partners ; 

K ^ t amount per annum for each partner is fixed 

by the Articles of Partnership. 

Interest on Drawings .—This is generally ignored unless very 
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large amounts are involved, but when the partnership agreement 
provides for interest on drawings, the amount relating to each 
partner is calculated and credited in the Profit and Loss Appro- 
jxt iation Account, the resix^ctive partners’ current accounts being 
debited. The interest is calculated on each separate drawing 
from the date thereof to the end of the financial p<^riod or, 
alternatively, the average due date method described in Chapter X 
can b(^ adopted. 


Limited Partnerships. 

Owing to the passing of the ('ompanics Act, 1U07, which has 
now been incorporated in the Companies Act, 1929, and the 
subsequent popularity of the Private Limited Company, with a 
minimum membership of two, the provisions of the Limited 
Partnership Act have not been utilised to a very great 
(extent. 

A J^iMiTED Partnership is one formed and registered under 
the Limited Partnership Act, 1907, having one or more general 
partners liable for all the debts and obligations of the firm, and 
one or more limited partners, who at the time of entering into the 
partnership contribute thereto as capital a sum or sums of money 
or property valued at a stated amount, and who are not liable 
for the debts or obligations of the firm beyond the amount so 
contributed. A limited partner may not, during the existence 
of the partnership, draw out or receive back any ])art of his 
contribution. If he does so he is liable for the debts and 
oi)ligations of the firm up to the amount withdrawn. 

Limited Partnerships, which must not consist of moic than 
ten persons in the case of banking concerns, nor more than twenty 
persons in other concerns, must be registered with the Registrar 
of Companies. Any change in the constitution of the firm has to 
be notified to the Registrar. 

Registration is carried out by filling up and forwarding to the 
Registrar the necessary forms, and by payment of the Registra¬ 
tion Fee and an ad valorem stamp duty of 10s. per £100 on the 
amount of capital introduced by the limited partnei. On com¬ 
pletion of registration, a certificate is issued to the firm. 

The public have the same right of inspection of the register 
as they have in the case of a Limited Company. 

A limited partner may not take part in the management of 
the firm ; and if he does so, he becomes liable as a general partner 
for all debts and obligations of the firm incurred while he so takes 
part in the management. He cannot bind the firm, but ho can 
require accounts, inspect the bocks, either personally or by his 
agent, and advise in the management of the business. 
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With the consent of the general partners, a limited partnc^r 
may assign his share in the part.nership, and upon such assign¬ 
ment, the assignee becomes a limited partner with all the rights 
of the assignor. 

Neither the death, bankruptcy nor lunacy of a limited partner 
dissolves the partnership. In the event of dissolution, limited 
partnerships are wound up by the general partners. 

Limited partnerships may give rise to a number of peculiar 
book-keeping problems, wliich are dealt with later in this chapter 
(see page 20S). 


Profits and Losses in Partnership. 

It will be remembered that in a sole trader’s accounts the 
final balance of the Profit and Loss Account is transferred direct to 
the trader's Capital Account, but with partnership Profit and Loss 
Accounts, it is better to transfer the net profit to an Appropria¬ 
tion Accountj wiiich is really a continuation of the Profit and 
Loss At ( oont, and shows the net result of trading prior to the 
aJjusiment oi the rights of the partners inter se. This account 
iii - id with net profit (or debited with the net loss) ; credited 
with interest on drawings, if any ; and debited with ])artners' 
sal.:!’ ]e an I interest on capital. The balance represents the net 
profit yor loss), and is shown divided into the sliares to be credited, 
if a jTofit, or debited, if a loss, to the accounts of the respe(,*tive 
partiiCTs. 


EXMIPLE 

James Elliott and William Goode arc in partnership, tradhig as Elliott & Co. 
On 1st January, Elliott had £2,000 capital and Goode £1,000; their drawings 
for the year amounted to £600 and £400 respectively. The net trading profit 
for the year amounted to £1,800, and, after charging interest on capital at 6% 
per annum, the pirtners share profits equally. No interest is chargeable on 
drawings. Show tl)e I^ofit and Loss Approprhition Account and the partners* 
Capital Accounts. Separate Current Accounts are not used. 
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J. ELLIOTT. 

Dr » Capital Aocx)Unt. 6V. 


19.. 



£ 

1 

1 19.. 



£ 

Dec. 31 

To Cash, Drawings 


600 

1 Jan. 1 

Bv l^alancc 

bif. 

2,000 

.. 31 

„ Balance . 

c/d. 

CO 

1 Dec. 31 

„ Interest on Capital 

100 




i 31 

1 

i 

1 

1 

„ Profit and Loss Ap¬ 
propriation Ac¬ 
count, iShare of 
Profit 


82.5 




i 


£2,926 

|l 

1 


£2,926 





! 19.. 

j I 


. -- 




1 

i 

' .Ian. 1 

1 By Balance . . ! 

bid. 

2,325 


/>. 


19.. I 

Dec. 31 I To Drawings 
„ 31 I „ Ralaiu’c 


! 


W. GOODE. 

Capital Account. Cr. 


1 ^ 

19.. 



£ 

1 400 

Jan. 1 

By Balance 

b/j. 

1,000 

cjd. 1,475 

Dec. 31 

,, Inti'i'cst on Capital 


60 

i 

M 31 

„ Proiit and Loss Aj)- 




i 

propriation Ac- 

i 

1 

i 

(‘ount, Share of 

' 


i : 

Profit 

925 

£1,875 

! 

i 


i £1,875 

1 

i 19.. 


1 


1 Jan. 1 

By Balance . 

bid. 

I,!*?.') 


If j the example had stated that Current Accounts were used 
by Elliott and Coodc, the entries tliereiii would have been shown 
thus :— 
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Capital Accounts would have been opened for J. Elliott and W. Goode, and on 
these would appear credit balances of £2,000 and £1,000 res})ectivcly. 


Unless the agreement provides to the contrary, full jtrovisioii 
should he made for interest on j)a.rtners’ ca])itals and partners’ 
salaries, although the effect of such provisions may be to convert 
v'j net |/rofit into a divisible ” loss or to increase tlie amount of 
a net less. S.ujh adjustments are essential in order to maintain 
the es . Uable rights of partners inter se. 


EXAMPLE. 

Musoii.;. Pod aod Watt arc in partnership with (japitals of £r>,(X)P and £1,(X)0 
n jpc'ctivcly They agree to allow interest on capitals at 5 per cent, per aniiinn, 
aiul to share profits and losses (apially. The profits for the year before charging 
their interest on capitals arc £100. Show the Profit and Loss Appropriation 
Account. 

Dr. PROFIT AND LOSS APimOPRlATION ACCOUNT Cr. 
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Note, —If the provision for interest on capitals was ignored both partners 
would be credited with £50 (i.e., one-half of the not profit of £100), thus Hod 
would be penalised to the extent of £100 (i.o., £250—£100—£50) while Watt 
would benefit to the extent of £UX) (i.e., £50—£100—£50). 


Interest on Drawings. 

As previously stated, partnership deeds sometimes provide 
that interest shall be charged on partners' drawings as well as 
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allowed on their capitals. In such cases the interest is calculated 
at the close of each financial period according to the ordinary 
rules of arithmetic. 

Where the drawings take place at irregular intervals, the 
interest must be calculated on the number of days which 
elapse between the date of the payment and the closing 
date of the financial year. But if the withdrawals are made 
regularly on, say, the last day of each calendar month, the 
interest may be more conveniently calculated on the number 
of months between the dates of payment and the end of the 
financial year, as in the following example :— 


EXAMPLE. 

Messrs. Pt'rcy & Saunders are in partnership and share profits and losses as to 
Percy three-sevenths and Saunders four-seventlis. Under the partnership deed 
they arc entitled to 5% interest on capital, and arc charged G% interest on 
drawings. Their drawmgs during the j^ear ended 31st Dt^ex'nilxT were as 
follows : Percy, £50 on 3lst January, £60 on Slat March, and £40 on 31.st July; 
Saundt'rs, £100 on 3ist March, £60 on 30tli June, and £70 on 31.st August. The 
capitals of th(i partners at the beginning of the year were as followsPercy, 
£1,500; Saunders, £2,0(K). 

The profit, after taking into coasideration the above adjustments, amounted 
to £1,400. 

Show the partners’ Current Accounts as on 31st December. [Seo page ITS.) 


Adjustment of Closed Partnership Accounts. 

After a iinirs accounts have been closed, it is sometimes 
found that an error or omission necessitates furtJicr entrii's to 
(!orre(;t the division of the |)rofits as between the partners. 

Such adjustments are most frequently required through the 
shares of profits being ascertained and credited to the partners’ 
accounts before interest on capital and/or drawings has been 
brought into account, or through the profits being divided in 
incorrect proportions. 

The adjustments involve no new principle and are referred 
to only because questions involving them are frequently set by 
examiners. 


EXAMPLE. 

After including the prutlts for the year ended 30th June, and dealing witli 
drawings, the capital accounts of Brown, Jones, and Pvobinson stood at £4,000, 
£3,(X)0, and £2,000 respectively. 

Subsequently they ascertained that interest on capital ai 6% and interest 
on drawings had been omitted, the latter sums being Brown, £26; Jones, £18; 
and Robinson, £10. The profits for the year in arriving at the above figures 
of capital amoimted to £6,000 and thei’* drawings had b^n: Brown, £1,000; 
Jones, £750 ; and Robinson, £450. They shared profits and losses as to Brown 
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Notes—(1) Percy’s capital of £1,500 and Saunders’ capital of £2,000 would appear in the respective partners* Capital Acounts. 
(2) Alternatively, interest could be calculated by the avei-age due date method shown in Chapter X. 
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onu-kulf; Jones one-third ; and Robinson ono-sixth. Give the necessary entries 
rectifying the above omissions. {8u below.) 

To deal correctly with this question, it is necessary to 
ascertain the amount of each partners' capital at the beginning 
of the year. This is done in the following manner :— 


PARTNERS’ CAPITALS. 







1 

Brown. 

Jones. 

Robinson. 

Total. 

Closing Balances 

I Deduct Profits credited . 

£ 

4,000 

3,000 

£ 

3,000 

2,000 

£ 

2,000 

1,000 

£ 

9,000 

6,000 


Add Drawings 

1,000 

1,000 

1,000 

760 

1,000 

460 

3,000 

2,200 


Commencing Balances 

£2,000 

£1,750 

£1,460 

£5,200 



! 


% 

After which, the journal entries are made as follows:— 


1 


i| 

i Dr. 

i Cr. 

1 


' £ s. d. 

\ £ 8. d. 

: Profit & Loss Appropriation A/c. Dr. 


i 260 0 0 


To Capital Accounts :— 

1 i 

1 


Brown, 5% on £2,000 


1 100 0 0 

Jones, 6% on £1,760 


87 10 0 

Robinson, 6% on £1,460 

i 

72 10 0 

1 Being interest on capital not | 

ji 


1 credited, j 

:! i 



, 80 

Capital Accounts :— 

Brown . . . .Dr. 


26 0 

0 



Jones .... 


18 0 

0 



Robinson .... 


10 0 

0 



To Profit & Loss Appropriation 






Account .... 
Being interest on drawings 




63 0 0 


omitted. 





„ 30 

Capital Accounts;— 

Brown (one-half) . .Dr. 


103 10 

0 



Jones (one-third) 

1 

69 0 

0 



Robinson (one-sixth) . 


34 10 

0 



To Profit & Loss Appropriation 






Account .... 
Being adjustment of Profit and 
Loss AccourUfor the year ended 




207 0 0 


ZOih June. 

j 





Adjustments such as these should always be made by means 
of journal entries ; it is not permissible in practice to cross out 
or to cancel the incorrect entries. The adjusting entries in the 
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Profit and Loss Appropriation Account and revised Capital 
Accounts are as follows :— 


/>. PROFIT AND ROSS APPROPRIATION ACCOUNT. Cr. 


— --- 



- - 


-- - ■ 

£ 8. d. 

£ 8. d. 




£ 8. d. 

£ 8. d. 

To Interest on 



By Interest on 




Capital not 



Drawings 




debited— 



omitted— 




Brown . UK) 0 0 



Brown 


25 0 0 


Jones . 87 10 0 


i Jones 


18 0 0 


Robinson . 72 10 0 



Robinson . 


10 0 0 



o 

o 

o 





53 0 0 




„ Balance trans- 







ferred to 







Capital Ac- 







counts— 







Brown 


103 10 0 





Jones 


09 0 0 





Robinson . 


34 10 0 






! - 

207 0 0 


£200 0 0 

i 


£200 0 0 




i 



/>. BROWN’S CAPJTAL ACCOUNT. Or. 


19.. 


1 

1 ^ 

8. 

d. 

19.. 

i 

£ 

s. 

d. 

June 30 

; TV hsteres^ on Draw- 




June 30 

' By Balance 6/d. 

4,000 

0 

0 


' i; . 

' 25 

0 

0 

.. 

„ Interest on (Vpital 

100 

0 

0 


„ IV.'lit and Loss Ap- 









])ropriation A/c, . 

io:( 

10 

0 






r. » 

;d. . 

, 3,971 

10 

0 








£4,100 

0 

0 



£4,100 

0 

0 



' 



.July 1 

By Balance bjd. 

3,971 

10 

0 

Dr. 

JONES’ 

CAPITAL ACCOUNT. 


Or. 

19.. 

; 

£ 

8. 

d. 

19.. 


£ 

8. 

d. 

June 30 

To Interest on Draw- 




June 30 

By Balance bjd .. 

3,000 

0 

0 


in^s . 

„ Prolit and Loss A])- 

18 

0 

0 


„ Interest on Capital 

87 

10 

0 


j>ropriation A/c. . 

09 

0 

0 







„ Balance cjd. . 

3,000 

10 

0 








£3,087 

10 

0 


£3,087 

10 

0 






July 1 

By Balance bjd, 

' 

3,000 

10 

0 

Dr. 

KOBlK.SON’S CAPITAL ACCOIFNT. 


Cr. 

19.. 


£ 

s. 

d. 

19.. 


£ 

8. 

d. 

June 30 

To Interest on Draw- 




June 30 

By Balance b/d. . 

2,000 

0 

0 


ings . 

10 

0 

0 

»> fi 

„ Interest on Capital 

72 

10 

0 

»» »» 

„ Profit and Loss Ap- 









propriation A/c. . 

34 

10 

0 







„ Balance cjd. . 

2,028 

0 

0 








£2,072 

10 

0 



£2,072 

10 

0 






July 1 

By Balance bjd. 

2,028 

0 

0 















THE ACCOUNTS OF PARTNERS 


181 


Alternatively, the above adjustments could be made by means 
of transfers between the several partners’ Capita] (or Current) 
Accounts, through the medium of the Journal, the method of 
aniving at the net figures being shown in the form of a memo- 
randum statement, as part of the narration. Thus, in the above 
example, the required Journal entry would bo :— 


19.. 
Juno 30 


Brenvn—Capital Account Dr. 

To Jones—Capital Account 
,, Robinson-^Capital Account 
Bewg adjustment in respect of 
interest on capitals and draw- 
ingSy as per foUmoing state¬ 
ment. . . . 


Dr. Cr. 

£ s. d. ! £ 8. d. 

28 10 0 I 

i 10 0 

i 28 0 0 



Where adjustments affecting two or more past years are in¬ 
volved, the net effect sliould be passed through the books in the 
form qf a single Journal entry, on the lines of the above. 


KXAMJ^LK 

Xy Y and Z, partners, have omitted inton'st on capitals for the thn'o yoars 
ended 31 at l)e(;(md)er, 1140. Their fixed capitals, upon which interest is based, 
were A, £2,(K)0, £l,()0() and Z, £1,400 throughout tlu' |K'riod of three years, 

but they shared profits in the following ratios respectivady : 1938, 1:2:2 ; 1939, 
5:3:2 : 1940, 4:5:1. Adjust th(‘ position between the partnei*s. 

As the profit-sharing ratios differ in each year, a memoranduin statenamt 
should be prepared as shown bedow, in order to ascertain the necessary double 
entry for the .Journal. 


Year. 



Interest on 
Capital. 

liatios. 

“ Divisible 
Loss.'"' 

Adjustment, 






£ 

£ £ 

193S 

A 

5'\', on £2,000 

100 

] 

.70 

50 


)' 

- 5*’,, on £I,()(M) 

SO 


100 

20 


Z 

-5'\, on £1,4(K) 

70 


HH) 

.30 




£250 


£250 


19.39 

A 

-5^\, on £2,(MH) 

urn 

iVt 

125 

25 


)' 

5‘'o on £1,000 

80 

1 () 

75 

5 


Z 

-5‘’,, on £1,400 

70 


50 

20 


£250 £250 


1!40 AW)'!,, on i:2,(MK) 

. KK) 

iV. 

KK) 



K—5'>„ on £l,0(K) 

80 


125 


45 

Z- 5“o on £1,4(K) 

70 

1 

10 

25 

45 



£250 


£250 

£120 

£120 


A formal entry will then be made, crediting X with £25 and debiting Y with 
£00 and crediting Z with £35. 
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Although, in the example on page 177, the net profit for the 
year is stated, the solution of problems of this nature is a simple 
matter even where such information is not given, being based 
on the principle of treating the adjustments as a profit (or a loss, 
as the case may be) to thefirm, to be divided between the partners 
in the profit-sharing ratio. 


EXAMPLE. 

A, B and C, sharing profits equally, have capitals of A, £5,000 ; J5, £4,000 ; 
C\ £3,000. For the year 1940 interest on capital has boon credited to them at 
6% instead of 5%. Correct the error. 



A 

B 

C 


£ 

£ 

£ 

Interest credited in error at 6% 

300 

240 

180 

Coirect interest (5%) 

250 

200 

150 

Partnufj cver-crcdited with 

Dr. 50 

Dr, 40 

Dr. 30 

The above adjustment hsus the 
effect of increasing the net profit 
bv £120, divisible equally . 

Cr. 40 

Cr. 40 

Cr. 40 


Dr, £10 


Cr. £10 


A Journal entry would therefore be made, debiting A^ and crediting (7, with £10. 
B is unaffected b}^ the adjustment, since the amount of interest on capital which 
he loses (1% on £4,000, or £40) is exactly balanced by his share of the firm’s 
gain from the cancellation of the excessive interest on capitals. 


Where the partners^ capitals are fixed and/or the profit-sharing 
ratio has remained unaltered over a period of years, calculations 
affecting two or more past years may be combined, but where 
the profit-sharing ratio has changed, or where interest on capital 
is computed on the annual capital balances as altered liy profits 
or losses and drawings, then a separate calculation for each year 
is essential. 

Where the profit-sharing ratio varies according to the amount 
of profit made, the adjustments require careful working out, 
particularly where the net effect is to reduce the net profit, since 
it is then necessary to work backwards, reversing the division 
of the profits previously made. 
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EXAMPLE. 

.1 and B are in partnership, sharing profits in the following manner :— 

First £250—all to A, 

Next £250—in ratio ^4, 4 ; B,\, 

Remainder—equally. 

The accounts for 1940 show a net profit of £750, but it is discovered that B 
has not been credited with a salary of £250 to which he is entitled, and that 
interest at the agreed rato of 6% per annuin has not been allowed on capitals 
(.4, £5,000; /?, £1,000). 

The necessary adjustments will reduce the net profit by £550, which will be 
divided between the two partners in the following manner:— 



Total 

A 

B 

e original profit of £750 was divided :— 

£ 

£ 

£ 

AW to A . 

250 

250 

.. 

A.i.B.l . 

250 

200 

50 

A and B equally .... 

250 

125 

125 


— 

— 

— 


£750 

£575 

£175 


Tn reducing the net profit by £550, it is necessary to begin with the last step 
in the above table and work upwards. Thus, in all, the last £250 (A, £125; 
B, £125) is cancelled ; the next £250 (A, £200 ; J5, £50) is also wiped out; and 
of tlie first £250, which belongs wholly to A, £50 is eliminated. 

The net adjustment is therefore :— 



A 

B 


£ 

£ 

Salary ...... 

. 

250 

Interest on (Capital .... 

250 

50 


Cr, 250 

Cr. 300 

Decrease in profits, borne jxs above . 

Dr. 375 

Dr. 175 


Dr £125 

Cr. £125 


A Journal (mtry would therefore be made, debiting A and crediting B with 
£125. 


Professional Partnerships. 

Partnerships may be formed for other purposes than trade, 
as, for example, partnerships of professional men, e.g., accountants, 
doctors and solicitors. In such cases the trading account is 
replaced by a “ Costs Account,” or one bearing some other 
appropriate designation. 
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EXAMPLIO. 

A. Green and L. Smith are Accountants practising in partnership, sharing 
profits in the proportions of tlirce-fifths and two-fifths. They only divid(' profits 
arising out of Costs, etc., actually received. Smith is entitled to £500 salary; 
interest on Capital is calculated at 5% ; each partner takes one-lialf of the 
Directors Fees earned by him, the remainder being for General Account; write 
oif proportion of Articled Clerks’ premiums ; write down Furniture and Fittings to 
£500. The following was the Trial Balance jus at 3l8t December, 1940. 8et 
out the “ Costs ” and “ Directors’ Fees ” Accounts, prepare the Profit and Loss 
Account for the year to 31st December, 1910, and show the Balance Sheet as on 
that date. 


Trial Balance as at 31st December, 1940. 



1 " 

1 Z)r. 

Or. 



£ 

Cspital Account, A Green. 

1 

1,800 

„ L. Smith .... 

i 

1,200 

Drawing.s, A. Green ..... 

1,000 


„ L. Smith. 

1,0.W 


ReHcrvc for Costij, 31.st IX'CcmlxT, 1939 

! 

1 

3,750 

Cc‘‘k3 charged to Clients during 1910 

1 

0,200 

Dt ntoi's t ir Costs ...... 

4,285 


Di3bui*sement8 .... 

70 


Imsr.ianoe Commissioas readved 


340 

.‘rlicicd Clerks’ Premiums (5 years from 1st 



Mjav' ,1940). 


525 

Dj/eutors’ Fee«, A. Green .... 


! 2(K) 

„ L. iSmith .... 


450 

biilurics to Staff. 

2,840 


Auditors’ Fees, Office Expeases, R(*nt, Stationery, 



etc. .j 

1,370 


Furniture and Fittings . . . . . j 

590 


Creditors, Clients . . . . . . j 


4,150 

„ Sundries . . . . . . j 


495 

Cash at Bank, Firm’s Account . . . . 1 

3,4S0 


„ Clients’ Account . . . 1 

4,300 


Cash in hand.1 

1 

125 


i 

£19,110 

£19,110 


An interesting variation of “ reserves'' is illustrated in this 
question. By mutual agreement, the partners have decided 
to divide only the profits resulting from accounts which have 
actually been paid by their clients. Hence amounts unpaid 
for costs at the end of the year must be reserved for and not 
brought into account for division. This practice is not uncommon 
among professional men, particularly doctors, and while the 
reserve in this particular case may appear excessive, effect must 
be given in the accounts to any special agreement on such 
points. 
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DIRECTORS’ FEES ACCOUNT. 


For Year ended 31st December, 1940. Cr. 



£ 

1 

1 £ 

To A. Green 

100 

226 |! 

By A. Green’s Fees . 

1 200 

„ L. Smith 

„ L. Smith’s „ 

450 

„ Balance transferred 
to Profit and 
Loss Account . 

li 

1 , 

325 {i 

i 

1 

I 


£650 il 


_£r)50 


COSTS ACCOUNT. 

For Year ended 31st December, 1940. Cr . 



£ , 


£ 

To Reserve at 31ft 


By Reserve at 31st 


Dec. 1940, c/d. . 

4,285 

Dec. 193!), bjd. . 

3,750 

,, Balance transferred 


„ Costs charged to 


to Profit and 


Clients 

6,200 

Loss Account 

5,005 




£9,950 1 


£9,950 



By Reserve bjd. 

4,285 


I’ROKIT AND LOSS ACCOUNT. 


For Year 

ENDED 31st December, 1940. 

Cr. 


£ 


£ 

4'o Salaries 

2,840 

1 By Co.sts Received 

5,065 

„ Sundry Expenses . 

1,370 

' „ Directors’ Fees 

325 

„ Dejircciatiun of 


; „ Proportion of 


Furniture and 


Articled Clerk.s’ 


I’it tings 

9(^ 

Premiums 

105 

„ Balance cjd. . 

2,135 

„ Insurance Com- 




1 missions 

1 

340 


£0,435 

1 

£0,435 

To L. Smith, Salary . 

500 

1 ' By Balance 6/d. 

2,135 

„ Intereston Capital — 

j 



A. Green . £90 


i ! 


L. Smith . 00 




_! 

150 



„ Balance — 




A. Green, ^ths . i 

891 



L. Smith, ?th8 . | 

694 




£2,135 


£2,135 
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Green and Smith. 

BALANCE SHEET AS AT 31 st DECEMBER, 1040. 


Liabilities. 




£ 

£ 

Sundry Creditors— 

4,160 


Clients .... 


Sundries .... 

495 




4,645 

Reserve for Costs (per 



contra) 


4,285 

Proportion unexpired of 
Articled Clerks’ Premiums 


420 


Capital Accounts— 



A. Green .... 

1,800 


L Smith .... 

1,200 

3,000 

Current Accounts— 



A. Green, Director’s Fees . 

100 


Interest on Capital 

90 


Profit, |tli Share 

891 

1,081 


Leas Drc. wings 

1,000 

81 

L. Smith, ■ ctoi ’a Fees . 

226 


Sahry 

500 

1 

In '^rest on Capital 

CO 


Pr* fit. ^th Share 

594 

1,379 


Less D»*awings 

1,050 

i 


329 



£12,760 ! 


Assets. 



£ £ 

Furniture and Fittings 

590 

Less Depreciation 

90 


500 

Sundry Debtors— 


For Costs (per contra) 

4,285 

For Disbursements . 

70 


4,365 

Cash at Bank— 


Clients’ Account 

4,300 

Firm’s Account 

.3,480 

Cash in Hand 

125 


7,905 

1 


I 

i 

i 

£12,760 


Goodwill and its Treatment in Partnership Accounts. 

In a case which came before the courts in 1810, Goodwill 
was defined as “ the probability that the old customers will 
resort to the old place (Lord Eldon). The following much 
more comprehensive definition was given later by Lord 
Lindley:— 

“ Tlie term goodwill can hardly be said to have any precise signification. 
It is generally used to denote the benefit arising from connection and 
reputation, and its value is what can be got for the chance of being able to 
keep that connection and improve it. Upon the sale of an established 
business its goodwill has a marketable value, whether the business is that 
of a professional man or of any other person. But it is plain that goodwill 
has no meaning except in connection with a continuing business, and the 
value of the goodwill of any business to a purchaser depends, in some 
cases entirely, and in all very much, on the absence of competition on the 
pirt of those by whom the basiness has been previously carried on.” 

Goodwill is, of course, an intangible asset, and apart from the 
business itself it has no commercial or monetary value; hence 
it cannot be realised except upon the sale of the business as a 
going concern. 




THE ACCOUNTS OF PARTNERS 


187 


There are three different classes of goodwill, viz. :— 

(1) Local, arising from the situation of the trader's 

premises ; e.g., a retail shopkeeper in a busy market 
centre. 

(2) Personal Reputation of the individual, arising 

through his skill and influence, as in the case of a 
professional man ; e.g., an accountant or doctor. 

(3) The Reputation of the Goods Sold, arising from 

the high standard of quahty of the goods themselves ; 
e.g., a well-advertised brand of proprietary goods 
such as “ Oxo." 

A combination of any or all of these classes may exist in 
connection with a business. 

On the purchase of a business the excess of the purchase price 
over the total value of the assets, less liabilities taken over, 
represents the amount paid for goodwill. This is debited to Good¬ 
will Account, which usually remains at this original figure, being 
neither depreciated nor written up in value until a change takes 
place in the ownership of the business through sale or through 
the death or retirement of one of the partners or the admission 
of a new partner. On such occasions it becomes necessary to 
revalue the goodwill along with the other assets of the firm. 

The goodwill of a business may belong to one partner only, 
or it may be shared by some or all the partners in certain pro¬ 
portions, according to the terms of the Partnership Deed. In 
the event of there being no special agreement upon the matter, 
goodwill belongs to all the partners in the proportions in which 
they share profits or losses. 

Until recently the value of goodwill was generally based on 
the purchase of a certain number of years' average profits, e.g., 
three to five years’ purchase. Recently, however, it has be^^ome 
customary to adopt a new basis, known as the “ super profits ” 
or “ goodwill profits ” basis of computing the value of goodwill. 
By this method only the excess of the average profits of a business 
over and above the normal commercial profits of a business of the 
nature concerned, is deemed to represent the goodwill portion 
of the profits, it being assumed that goodwill is represented only 
by the excess profits over and above the “ investment ” yield on 
the net capital employed in the business. 

For example, if the average profits of a business over an agreed 
period amount to £17,000 per annum, and the normal commercial 
yield on capital invested in such a business is deemed to be 
8 per cent, per annum, then, assuming the net capital invested in 
the business to be £100,000, the excess of the average profits 
(£17,000) over the normal profits (£8,000, i.e., 8 per cent, on 
£100,000) represents the “ goodwill ” or “ super ” profits. Thus. 
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ill this case, the super profits amount to £9,000 per annum and 
this figure would be taken as the basis of the computation of 
goodwill. If goodwill were based on five years’ purchase of the 
average super profits, the value attributable to goodwill would 
amount to £45,000. 

Admission of a New Partner. 

Subject to special agreement, a new partner can be admitted 
only with tlic consent of all the existing partners. On his 
admission into the firm the incoming partner acquires, by reason 
of his being a partner, the right to share in the profits, and the 
existing partners will expect to receive satisfactory compensa¬ 
tion for the surrender of a part of these profits. The amount 
thus received is known as the “ Premium ’’ for the admission 
of the new partner. 

x\lternative methods of arranging this compensation are :— 

(1) The raising of a Goodwill Account in the partnershi]) 

books, or the adjustment of the existing Goodwill 
Account ; or 

(2) The payment by the incoming partner of a sum of 

money as his admission fee, this fee being received 
by the old partners personally and not by the firm ; 
or 

(3) The payment by the incoming partner of a premium 

as in (2), the nmoimt so paid being retained in 
the business as additional working capital, and 
credited rateably to the old partners’ Capital 
Accounts. 

First Method. —By this method, the amount agreed as the 
value of goodwill is debited to a Goodwill Account and credited 
to tliC old partners’ capital accounts in the old profit-sharing 
ratio, thus increasing the amounts standing to their credit. 
Where partners are entitled to receive interest on capital, the 
old partners will be benefited and the new partner penalised in 
the annual distribution of profits to the extent of the interest 
on the additional capital, which is, of course, credited before 
the profits for division are calculated. Where no interest is pro¬ 
vided for, the old partners will dcOTve no benefit until dissolution, 
unless the profits are apportioned according to the amount of 
capital held by each of them. 

It will be a matter for arrangement whether the new partner 
introduces any capital. If he does, cash (or an asset account) will 
be debited, and the new partner’s capital account credited with 
the sum (or agreed value of the asset) introduced, including any 
sum brought in by the new partner in payment for his share 
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of the goodwill (for the old partners have already received the 
full amount of credit to which they are entitled in respect of 
that asset). 


EXAMPLE. 

A and B, who arc in partnership, sharing profits and losses equally, decide 
to admit C into partnership. By the terms of the agreement, the goodwill of the 
business, valued at £5,000, is to ])c introduced into the firm’s books, and C is 
required to provide a capital equal in amount to that of B after the latter has 
been credited with his share of the goodwill. 

Show the Jijumal entiies ncicessitated by the admission (jf 6’, and th(5 opening 
Balance Sheet of the jiow firm. 

The Balance Sheet immediately before the admission of C was as follows :— 


Liabilities. 

£ 

Assets. 

£ 

Sundry Creditors 

0,000 1 

Sundry Assets . 

IS.O 0 

Capital Accounts— 

A . 

B . 

0,000 : 
4,(K)0 

Cash 

100 

t 

£10,000 


' £16,000 


JOURNAL, 


(loodwill Aeeount .... 

'fo A (.'a])ital Account 
/> -('a])ital Account 

Being creation of goodwill at the agreed 
valuation. 


Cash ...... Dr. | 

To ('—Capital Account . 

Bcin-g aipital introduced bg C, as per j 
agreement dated ... I 


£ £ 
5,0(X) 

2,500 

2,500 


0,500 


0,500 


BALANCE SHEET OF A, B, AND C. 


Liabilities. I 

£ 

1 

: £ 

Sundry Creditors 

6,000 . 

(Joodwill . 

5,000 

Capital Accounts— 

ij 

‘ Sundry Assets . 

. 1 16,900 

A . 

8,500 1 

Cash. 

. 1 0,600 

B . 

6,500 1 


I 

^. 

6,500 1 


j 


£27,600 j 


1 £27,500 


If the new firm does not desire to retain the asset Goodwill 
in its books, it will be necessary to wTite it off to the capital 
accounts of the partners in the new firm (including the new 
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partner) in the new profit-sharing ratio. The procedure involved 
is similar to that outlined on page 191. 

Second Method.— When the premium is paid to the old 
partners personally, no entries need be made in the partnership 
books, as it is purely a personal arrangement between the old 
and new partners, and the premium is not partnership property. 

In order to obtain a record of the transaction in the firm's 
books, however, the money is usually paid into the partnership, 
and immediately withdrawn by the old partners. 


EXAMPLE. 

X and Y arc in partnership, sharing profits in the proportion of two-thirds 
and one-third reapectively. They decide to admit their manager, ^5, as a partner, 
and in consideration of his paying to the existing partners a premium of £6,000 
(which sum shall not be retained in the firm’s business), and introducing a capital 
of £10,000. E is to receive a share of the profits equal to one-fourth of that of X. 

Set out the entries required to give effect to the above arrangement, and 
show the division of the first year’s profits between Z, 7, and Z, ubsuraing that 
£42,0<X) was divisible. 


JOURNAL. 


' Cash. Dt» 

I To X —Capital Account 
„ y—Capital Account 
Being division of tJie premium payable 
hy Z, 

* X —Capital Account . . . Dr. 

; Y —Capital Account .... 

j To Cash. 

I Being withdrawal of the premium paid 
into the firm^s account hy Z. 


\ Cash ...... Z>r. 

, To Z —Capital Account 
i Being capital int/rodvMjd hy Z as per 
\ agreement dated .. . 


£ £ 

6,000 I 

4,000 

2,000 


4,000 

2,000 

6,000 


I 

10,000 I 

I 10,000 


The first year’s profit would be divided as follows :— 

£ 

X (four-sevenths) 24,000 

Y (two-sevenths) 12,000 

Z (one-seventh) 6,000 

£42,000 


Note : Z receives. 

X reexuves four times as much as Zy viz. 
Y receives half Jis much as X, viz. 


1 part 
4 parts 

2 parts. 


7 parts 
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Where, as in tlie a})ove example, the old partners continue to 
share profits between themselves in the same proportion as before, 
the premium received from the new partner is correctly divided 
between the old partners in their profit-sharing ratio. Where, 
however, the profit-sharing ratio in the new firm is altered as 
between the old partners, this method requires modifying. The 
premium is, in effect, a compensation to the original partners for 
the share of profits which they surrender to the new partner, 
and the premium should therefore be divided between the old 
partners according to the proportion of profits which each surrenders. 


EXAMPLE. 

A and B arc in partnership, sharing profits 3:2. They admit C into partner¬ 
ship, C paying a premium of £ 1,000 for a one-fourth share of tlie profits; as between 
themselves, A and B agree to sliare future profits and losses equally, Show, by 
means of a Journal entry, the apportionment of the premium. 

ABC 

Profit-sharing ratio (Old firm) ... •} r 

Profit-sharing ratio (New firm) . . | J 


Shares gained and lost .... —i’,, — 4 ^,^ -f J 

Therefore the premium of £ 1,000 received from C must be divided between 
A and B in the ratio 9:1. 


JOURNAL. 


' Oiish Dr, 

Jo A —Capital Account 
„ B —(Capital Account 
Being division of the premium payable by C 


£ £ 
1,000 

900 

100 


The entries dealing with the withdrawal of the premium by A and R, and 
with the capital introduced by 0, will be on the same lines as those on page 190. 

Notes —( 1 ) The above apportionment should be compared with the result 
which would have been obtained under the first method (see pages 188-190) if 
goodwill had first been brought into the books at its full value and credited to 
the old partners in the old profit-sharing ratio, and then eliminated by being 
debited to the new partners in the 7iew profit-sharing ratio. [Since C pays £1,000 
for a omsfourth share of the goodwill, its total value would appear to be £4,(XK).] 


A B 

£ £ 

Goodwill written up in old profit-sharing 

ratio ...... 2,400 1,000 

Goodwill written down in new profit- 

sharing ratio .... 1,500 1,500 


C 

£ 


1,000 


+£900 -f£100 -£1,000 
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(2) In questions of this ty]>c it should now be clear that, if the old partners 
continue to share profits and losses, as between themselves, in the same ratio as 
before, the division of the preniiuni between them in the old profit-sharing ratio 
gives a correct result, since they had also surrendered their shares of profits to 
the new partner in that ratio. Tims, supposing that, m the above example, A 
and B had continued sharing profits and losses as between themselves in the 
ratio 3:2, the premium of £1,000 received from C would have been correctly 
divided in the ratio 3 : 2 (£000 to .1 and £400 to B)^ as may be proved from the 
following ^tcdule 

ABC 

Profit-sharing ratio (Old firm) ... ;i r .. 

Profit-sharing ratio (Now firm) . . . ^ 

Shares gained and lost .... — .JJj 

Third Method. By this method the premium is retained in 
the partnership as additional working capital, and the result is 
to increase the balances of the old partners' capital accounts. 
The entries required are :— 

(1) Debit cash and credit the old partners' capital accounts, 

in the proportion in which they share profits or 
losses,* with the agreed amount of premium paid 
by the new partner. 

(2) Debit cash and credit the new partner with the 

amount of capital (if any) wliich he introduces, i.e., 
total cash paid in, less the amount appropriated 
under (1). 

Where a premium is paid it is usual to provide in the new 
partnership deed that if the partnership comes to an end before 
a stated date, a proportionate part of the premium shall be 
refunded to the person providing it. Alternatively, when the 
partnership is dissolved it may be mutually agreed that a pro¬ 
portionate part shall be refunded. In the absence of any agree¬ 
ment as to the return of premium on an earlier dissolution than 
was originally contemplated, the partner who paid the premium 
may not be able to recover any portion thereof ; the Court may, 
however, order repayment of such proportionate part as is 
considered just (according to the circumstances of the case), 
unless the dissolution is due to the premium-paying partner's 
own fault and misconduct. 


Revaluation of Assets upon the Admission of a New Partner. 

During the continuance of a firm's business, the profits are 
generally ascertained after providing due depreciation upon 

* This iB correct if the old partners continue to share profits and losses between 
themselves in the same ratio as before. If, as between themselves, the profit-sharing 
ratio has been altered, the premiums will bo divided according to the proportion o 
profits which each surrenders (see pagQ 191.) 
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certain assets, and valuing the stock-in-trade at cost or market 
price, whichever is lower. 

Fluctuations or appreciation in the value of fixed assets are 
not, however, taken into account. 

The values placed upon the firm's assets should be as nearly 
as possible their actual value to the business; but this is not 
always done, and, if it is decided to alter the constitution of the 
firm by the admission of a new partner, it then becomes necessary 
to review the book values of the firm's assets, and to adjust them 
where necessary, so that they represent the true values as arrived 
at by expert valuation. 

This is done by journal entries, debiting any increase in the 
book values and crediting any decrease therein to the accounts 
of the assets concerned, and making corresponding entries in the 
capital accounts of the old partners, the net increase or decrease 
in then values being credited or debited, as the case may be, to 
the partners in the proportions in which they share profits and 
losses. 


EXAMPLE- 

A and 5 are in partnership, sharing profits and losses in the proportions of 
two-thirds and one-third respectively. The Balance Sheet at Slst December 
was as follows :— 


Liahiliiits, Assets, 

£ £ 


Capital, A 

. 16,000 

Cash 

1,000 

„ B 

. 10,000 

Debtors . 

. 16,000 

Creditors , 

. 2,000 

Stock 

. 22,000 

Bank 

. 15,000 

Machinery 

3,000 



Plant 

. 1,000 


£42,000 


£42,000 


They admit C into partnership upon the following terms :— 

(1) 0 to purchase one-quarter of the Goodwill for £2,500, and provide £10,000 
as capital. Profits are to be divided in the proportion of one-half to A, one-quarter 
to B, and one-quarter to C, 

(2) The machinery and plant are to be reduced by 10% and 6%, respectively, 
and a reserve is to bo created for bad debts to tlie extent of £600. The stock 
is taken in at a valuation of £26,000. 

(3) By withdrawals or additions, the capitals of A and B are to be made 
proportionate to that of C on the basis on which profits are divided. 

Set out the entries relating to the above transactions in the firm’s Journal 
and Bank Account. Write up the partners* Capital Accounts, and show the 
opening Balance Sheet of A^ B, and G, No account for Goodwill is to be opened 
in the books of the firm. 


O 
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JOURNAL. 




£ 8. d. 

£ s. d. 

Bank Account . . Dr, 


! 12,600 0 0 


To A 



1,666 13 4 

„ J5 . . . . 



833 6 8 

„ G ... . 



10,000 0 0 

Being premium of £2,600 




paid by C, divisible 




between A and By in the 




proportions of f and J 




respectively, and £10,000 




capital introduced by C, 




as per agreement dai ^... 


■ 


Stock Account . . Dr, 


3,000 0 0 


To Machinery . 


! 

300 0 0 

„ Plant .... 


; 

60 0 0 

„ Bad Debts Reserve 


1 

600 0 0 

„ A , 


j 

1,433 6 8 

„ B , . , , 


i 

716 13 4 

Beinjg adjustmeni in book 




values of assets as per 


i 


agreement dated . . . 


1 



Dr. BANK ACCOUNT. Or. 


19. 


! 


£ 

B. 

d. 

19. 





£ 

B. 

d. 

tfan. 

1 

T< * A and B, 





Doc. 

*31 

By 

Balance 

bid. 

16,000 

0 

0 



i rejh.am 

1 




19. 










i-vacl by 0 


2,600 

0 

0 

Jan. 

1 

»» 

B. Capital 






1 

„ A. Cp oital 








Withdrawn 


1,650 

0 

0 



Introduced 


1,900 

0 

0 










1 

„ C\ Capital 















Introduced 


10,000 

0 

0 










1 

,. Balance 

c/d. 

2,160 

0 

0 






1 







£16,660 

0 

0 






£16,660 

0 

J 








19. 




1 











Jan. 

1 

By 

Balance 

bid. 

2,160 

0 

0 


Dr. A. CAPITAL ACCOUNT. Cr. 


19.. 


£ 8. d. 

19.. 


£ B. d. 

Jan. 1 

To Balance 

ic/d. 

20,000 0 0 

j Deo. 31 

By Balance 

bjd. 

16,000 0 0 





19.. 








: Jan. 1 

„ Bank, Pre- 







1 

mium paid 








by (7 . 


1,666 13 4 





.. 1 

„ Adjustment 








of Assets. 


1,433 6 8 




i 

1 „ 1 

„ Bank, Capi- 








tal Intro- 








duced 


1,900 0 0 




£^.0W 0_0 




o 

o 

1 





19.. 








Jan. 1 

By Balance 

bid. 

20,000 0 0 
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Dr, B. CAPITAL ACCOUNT. Cr. 


19.. 



£ 8 . d. 

19.. 



£ 8 . d. 

Jan. 1 

To Bank, Capi- 



Dec. 31 

By Balance 

bid. 

10,000 0 0 


tal With- 



19.. 





drawn 


1,560 0 0 

Jan 1 

„ Bank, Pre- 








minmpaid 



.. 1 

„ Balance 

cjd. 

10,000 0 0 


by C 


833 6 8 





M 1 

„ Adjustment 








of Assets. 


716 13 4 




£11.660 0 0 




£11,660 0 0 





19.. 








Jan. 1 

By Balance 

bid. 

10,000 0 0 


Dr. C. CAPITAL ACCOUNT. Cr. 


1 1 ii 1 







£ 8 . (L 

: Jan. 1 

1 ^ i j 

By Bnnk 


10,000 0 0 


A. B. AMD C. 

BALANCE SHEET AS AT 1st JANUARY, 19.. 


Liabilitiei, 

£ 

£ 

Sundry Creditors 

• i 

2,000 

Bank 

Capital Accounts— 

A , , • 

B , . , , 

. i 1 

. 20,000 
. ' 10,000 

2,160 

! 

0 ... , 

. 10,000 

1 

40,000 

£44,160 



j. 


A89tU. 



; £ i 

£ 

Plant 

. 1 

960 

Machinery 

Stock 


2,700 

26,000 

j 

Sundry Debtors 

! 16,000 

Less Reserve for Bad 

1 

i 

Debts 

. 1 600 : 



1 

14,600 

Cash 

• i ' 

j ' 

1,000 


1 

£44,150 


Note. —Alternatively, the increases or decreases in the book values of the 
assets may be transferred to a Revaluation Account, the net balance on which 
will be closed off to the old partners’ Capital Accounts in the old profit-sharing 
ratio. Thus, in the above example, the Revaluation Account would appear as 
follows:— 


Dr, 


REVALUATION ACCOUNT. 


Or. 


19.. 



£ 0 . d. 

i 1 

19.. i 

1 

£ 8. d. 

Jan. 1 

To Machinery 


300 0 0 

Jan. 1 

By Stock . 


3,000 0 0 

1 

„ Plant . 


60 0 0 





« 1 

„ Bad Debts Reserve 


600 0 0 





» 1 

„ Capital Accounts— 

\ 







A .. . 

1 

1 

1,433 6 8 






B . . , 

! 

i 

716 13 4 







£3,000 0 0 




£3,000 0 0 







“ — 
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Although it is necessary to revalue the assets and liabilities 
on the occasion of a change in the constitution of a firm, the 
partners may prefer to retain the old values in the books, in 
which case the entries in the Revaluation Account will not bo 
transferred to the relative asset or liability accounts, but will bo 
carried down on the Revaluation Accoimt and transferred to the 
Capital Accounts of the new partners in the new profit-sharing 
ratio. 

EXAMPLE. 

The Balance »Sheet, at Ist January, 19.,, of A and By who share profits and 
losses in the ratio of 3 : 2 , is os under:— 


BALANCE SHEET AS AT 1st JANUARY, 19.. 


Liabilities. 


'! Assets. ' 



£ 

£ £ 

£ 

Sundry Creditors 
Capital Acc'ounts— 
4 . 

B . 

! 

10,000 

10,000 

4,000 j Freehold Proiierty ; 

Plant and ; 

1 1 Machinery 

' 20,000 j; Stock . . 1 

10,000 

5,000 

4,000 




i 

1 1 ! Sundry Debtors i 

3,000 


I 

1 Cash . . > 

2,000 

\ 


£24,000 ! 

£24.000 


As ai that date. C is admitted as a partner, the future profit sharing ratio to 
be 3 ; 2'1.’ The following adjustments require to be made to the book values 
of the Assets, but the firm does not desire them to be permanently recorded :— 

(i' Freehold Property is worth £12,500. 

(ii) Stock should be reduced by 10 %. 

(iii) Patents, valued at £900, have never appeared in the books. 

Ignoring the questions of goodwill and of the capital introduced by C, prepare 

Revaluation Account and partners’ Capital Accounts, giving effecl. to tlio above 
adjustments. 


Dr. REVALUATION ACCOUNT. Cr. 


19.. 
Jan. 1 

o 1 

To Stock 

„ Capital Accounts— 
A-} .. . 

B-i . . . 

cjd. 

1 1 

£ 

400 

1 

1,800 ! 
! 1,200 

1 19.. 
Jan. 1 

1 ” ‘ 

1 

I B'- Freehold Property . 
j „ Patents 

1 

1 

1 

\cld. 

cjd. 

£ 

2,500 

900 




j £3,400 1 

i 



£3,400 

Jan .1 

To Freehold Property and 
Patents (reversal of 
above cr^its) 

hid. 

3,400 

Jan. 1 

„ 1 

By Stock (reversal of 
above debit). 

„ Capital Accounts— 

A 1 . 

. . . 

o-i . . . 

bjd. 

400 

1,600 

1,000 

600 



1 

£3,400 




£3,400 





1 

1 
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Vr. A. CAPITAL ACCOUNT. Cr. 


19.. 
Jan. 1 

1 

To Profit on Revaluation 
written back . 

„ Balance . 

cjd 

£ 

1,600 

10,300 

19.. 
Jan. 1 

By Balance 

„ Profit on Revaluation 

bid 

£ 

10.000 

1,800 




£11,800 



\ 

£11,800 





i 

1 Jaa. 1 

By Balance 

bid 

10,300 





1 


..J 

__ 


Dr. 


B. CAPITAL ACCOUNT. 

Cr. 

19.. 
Jan. 1 

'lo Profit on Revaluation 


£ ; 19.. 1 

Jan. 1 By Balance . . ' bjd 

£ 

10,000 

1 

written ])ack . 

„ Balance . 

1 

cjd 

1,000 „ 1 », Profit on Revaluation! 

10,200 1 i 

'' 1 

1,200 


1 

♦ i 

- i 


£11,200 : ' ' 

! Jan. 1 By Balance 

. 

£11,200 

10,200 


Dr. C. CAPITAL ACCOUNT. Cr. 


19.. 



! 

£ ; ! 

1 i 
i 

Jan. 1 

To Profit on Revaluation 


1 



written back . 


600 1 } 

i 

1 1 


Note.—^T he question of Goodwill has been ignored in the above e'-ample, 
but if a Goodwill Account had been opened (as in the example on page 189) it 
would, if necessary, be written back to the Capital Accounts of the new partners 
in the new profit-sharing ratio. 

It may at first sight seem that, in the above example, the 
incoming partner is penalised as a result of wilting back the 
increase in value of the assets, but it should be borne in mind 
that the undisclosed increases and decreases in value still exist 
in actual fact, and that, upon the next change in the constitution 
of the firm, they must again be revalued and dealt with on similar 
lines. In this connection a change may involve either :— 

(i) An actual alteration in the membership of the firm (e.g., 

the admission of a partner; the retirement of a 
partner; the retirement of a partner accompanied by 
the admission of another partner; etc.). 

(ii) A change in the profit-sharing ratio, unaccompanied 

by any alteration in the membership of the firm^ 
Thus, if from 1st January, 1941, the fiirm A, B and 
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who have hitherto shared profits and losses in the 
ratio 3:2:1, change the ratio to 4 : 2 : 1, there has, 
for book-keeping purposes, been a change in the con¬ 
stitution of the firm ; the old firm of ^4, J5 and C, 
sharing profits and losses 3:2:1, has come to an 
end, and the new firm oi A, B and C, sharing profits 
and losses 4:2:1, has come into existence. 

In the absence of an agreement to the contrary, aU assets and 
liabilities must be brought in at their “ fair value ” (where this 
differs from current book value) on the occasion of any change 
in the constitution of a partnership (Cruikshank v. Sutherland, 
1922); for example, both undisclosed assets and under-valued 
assets must be taken into account. 


Admission of Partner by Purchase of Share. 

When a new partner is admitted to a firm, the agreement 
may provide either (a) that he shall contribute sufiicient to give 
him a specific share of the firm’s net assets (as increased by his 
contributior), or (6) that he shall purchase his share, in a defined 
mamior from one or more of the existing partners, the total 
capital of the business remaining unaltered. The book-keeping 
significance of these alternative arrangements is illustrated in the 
folio :rig example:— 


EXAMPLE. 

The Balance Sheet at 31st December, 19.., of A and B, who share profits and 
losses in the ratio 3 : 2, is as under;— 


BALANCE SHEET AS AT 31st DECEMBER, 19.. 


Liabilities, 


i Assets. 



£ 


£ 

Sundry Liabilities . 

2,000 

1 Sundry Assets 

12,000 

Capital Accounts— 




A . . . . 

6,000 

ij 


B . . . . 

4,000 

; 



£12,000 


£12,000 


! ! 

' 1 



C is admitted as a partner on the first day of the following year. Ignoring 
the question of goodwill, prepare the opening Balance Sheet ot A, B and C, on 
the footing:— 

(а) That C contributea suffioient capital to give him a one-fifth share in the 

new firm. 

(б) That C purchases a one-fifth share in the business from A. 
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(a) BALANCE SHEET AS AT 1st JANUARY, 19.. 


Liabilities, 

i 

£ ! 

Assets. 

£ 

Sundry Liabilities . 

2,000 

Sundry Assets 

12,000 

Capital Accounts— 


Cash (introduced by C) . 

2,600 

A . 

6,000 



B ... . 

4,000 



C ... . 

2,500 




£14,500 


£14,500 


*i 




Note. —Since C is to obtain a one-fifth interest in the new firm, the combined 
capitals of the new firm will be five-fourths that of the old firm, or £12,500. C 
therefore brings in £2,600. 


(6) BALANCE SHEET AS AT 1st JANUARY, 19.. 


Liabilities. 

1 

i ! 

1 1 

i £ ’ 

Assets. 

£ 

Sundry Liabilities . 

Capital Accounts— ! 

2,000 j 

Sundry Assets 

12,000 

A .... \ 

4,000 i 



B ... . 

4,000 j 



C ... . 

2,000 i 

1 




£ 12,000 

..j 

£ 12,000 




1_ 


Note. —Since (7 is to purchase a one-fifth share in the business from A, the 
combined capitals will remain unchanged. C therefore purchases one fifth of 
£10,000 = £2,000, and effect will be given to this in the books by debiting A’s 
Capital Account and crediting O’s Capital Account with that sum. It is not 
essential to*rocord in the firm’s books the cash passing from C to A, 


Adjustment of Partnership Profits. 

From time to time examiners set problematic questions 
dealing with adjustments of partnership profits. Most of these 
questions are really arithmetical problems, no book-keeping 
being involved. The following are t 3 rpical examples :— 


EXAMPLE 1. 

John Great agrees to take Edward Uoyd into partnership. Lloyd was to 
bring in £6,000. Of this, £2,205 was to be paid for a three-sevenths’ share of 
Great’s profits, calculated at two years’ purchase of their average amount, and 
the remainder was to be Lloyd’s capital. Great was to leave one-half of this 
purchase money in the concern, in o^e^’ to make his capital up to half as much 
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again aa that of Uoyd. What were Great’s average profits, and what was his 
capital before the partnership ? 


£2,205 — ? of two years’ profits. 


One year’s profits = 


£2,205x7 

2x3 


= £2,572 IP s., Great’s av erage profits. 


Lloyd’s capital (£6,000-£2,205) 

Half as much again 

Great leaves half of purchase money of share of 
profits (£2,205) in business 


£ 8. d. 

3,795 0 0 

5,692 10 0 

1,102 10 0 


Balance, being Great’s capital before the partner¬ 
ship 


- £4,590 0 0 


EXAMPLE 2. 

A commences a business on 1st January, with a capital of £8,000. On 
Ist April B is admitted, bringing in £6,000. A and B decide on Ist July to 
admit 0, who introduces capital to the amount of £4,000. On 1st October A 
finds £2,000 more capital. The profits for the first year are £3,000, and are 
to l*e di'v ided in propertion to the capital of each partner, having regard to the 
dates upon which capital was contributed. 

Show tb'3 amount duo to the partners at the end of the first year, indicating 
the method emi)io}’ed in arriving at the distribution. 

£ £ 

= 96,000 

= 6,000 

- 102,009 

= 64,000 

= 24,m 


£180,(XK) 

£ 

1,700 
= 9(K) 

4(K) 

£3,000 


EXAMPLE 3. 

A and B are partners. They admit (J into partAership, agreeing to share 
profits in the future in the proportions of: A, one-half; B, one-third ; and C, 
one-sixth. It is agreed, however,^that C*s share of profits shall not be less than 
£1,500 in any one year. The profits for the first year were £8,100. Show the 
division of the profits. 

£ 

Total Profits.8,100 

Less G’s guaranteed share.1,600 

Balance . . £6,600 


A’s Capita*:— 

£8,000 for 12 months. 8,000 x 12 
£2,01^ for 3 „ 2,000 x 3 

-Tc' Capital, £6,000 for 9 months. 6,000 x9 
C’s Capital, £4,000 „ 6 „ 4,000x6 


A receives of £3,000 


C 


180,000 

of £3,000 

180,000 

24,000 ^ ^ 

180,000 
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The balance is divisible between A and B in the same proportion as their 
agreed shares, i.o. :— 


JJ or ^or 3:2. A receives f and B \oi £6,600. £ 

A"8 share; of £6,600 .. 3,960 

S'8 share ; \ of £6,600 . 2,640 

Cs share:.1,600 


EXAMPLE 4. 


£ 8,100 


Stock and Bond are equal partners. They admit Jones into partnership and 
allow him one-eighth share of the profits, saeh share to bo borne by Stock, who 
was relieved of active management in the firm. Show the division of the profits, 
assuming that the profits for the first year amount to £7,280. 


Stock’s share of profits —J of 
ljt88 Jones’ share 

Bond’s share of profitsof 
Jones’ „ — I of 



£ 

£ 

£7,280 = 

3,640 

910 

2,730 

£7,280 = 


3,640 

£7,280 = 


910 


£7,280 

EXAMPLE 5. 

Clarke is offered a partnership by Hutch and is given the following alter¬ 
natives :— 

(1) A salary of £460 i)er annum plus a fifth share in profits after charging 
such salary ; or 

(2) A quarter share of profits, without salary, but carrying a guarantee 
by Hutch of a minimum of £400 per annum. 

Show wliich alternative is preferable, ignoring such factors as the nature and 
prospects of the business, etc. 

When the profit level is low a comparison must be made between the salary 
plus share of profits (or minus share of loss) and the guarantecul minimum ; the 
comparison may bo effected algebraically as follows :— 

Ix^t P=profits. 

Tlien £450H-^-^—*=£4()0. 
o 

i.e., £2,250 l-P-£4.60-£2,(m 
.-.P =-£2(X). 

If the profits are exactly £200, then Clarke will obtain :— 

Alternative (1) £450-[t of £250 (i.e., £450-£200)]=£400. 

Alternative (2) Guaranteed minimum . . ^^£400. 

Thus if the profits are under £200 the guaranteed minimum (2) is preferable. 
Where the profit level is high a comparison must be made between the salary 
plus one-fifth shares of profits and onc-cpiarter share of jirofits without salary, 
viz.:— 

Let P== profits. 

ThonP==£450+?Z^0 

*4 6 

i.e., 5 P=-£9,000 4 4 P-£l,800 
P-£7,200. 

If the profits are exactly £7,200, then Clarke will obtain :— 

Alternative (1) £450 1 [J of £6,760 (i.e., £7,200-£460)]-£1,800. 
Alternative (2) i of £7,200 .... =£1,800. 

Thus if the profits exceed £7,200, alternative (2) is preferable, whereas if the 
profits are between £200 and £7,200, alternative (1) is preferable. 

G* 
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The Amalgamation of the Businesses of Two Sole Traders. 

When two or more persons, who have been trading separately, 
decide to carry on their businesses jointly as a firm, it is usually 
desirable to close the existing sets of books, and to open a 
new set, recording all assets, liabilities, and transactions of the 
partnership. 

The amount of each partner’s capital in the firm must be 
ascertained. This is done by deducting the total of the liabilities 
(if any) taken over by the firm from the total agreed value of the 
assets of his business which are transferred to the partnership. 

The firm’s books are then opened by debiting sundry asset 
accounts, crediting any liability accounts which may be necessary, 
and crediting the partners’ capital accounts with sums equivalent 
to the net assets (as revalued, if necessary) contributed by them. 

EXAMPLE. 

Oil ht Januaiy, A and who had previously been engaged in competitive 
biifeiue^s, agreed to become part-ners and amalgamate. The Balance Sheets 
rf the two concerns on 31st December of the previous year were as follows :— 


A’s Balanck Sheet. 


LialHiiies 


Assets, 



£ 


£ 

Creditors 

3,000 

Premises 

20,000 

Bills "' iLf? . 

6,000 

Plant and Machinery 

6,000 

Capital 

100,000 

Furniture and Fixturep . 

.500 

Investments . 

2,000 



Stock .... 

60,000 



1 Debtors 

30,000 



' Bank .... 

1,500 


£109,000 


£109,000 


B’s Balance Sheet. 


Liabilities. 

£ 

Asseis, 

£ 

Creditors 

25,000 

Plant and Machinery 

20,000 

Bank .... 

10,300 

Furniture 

300 

Capital .... 

106,000 

Stock .... 
Debtors 

76,000 

46,000 


£140,300 

1 

I 

1 

£140,300 


A valuation of the assets of both businesses was made, and it was agreed that 
the Premises and Plant and Machinery belonging to A should be taken over by 
the new firm at £25,000 and £10,000 respectively. B was to be credited with 
£5,000 as the value of certain Patent Rights he possessed, which became the 
property of the partnership, but were not included in his Balance Sheet. AU 
the other assets were taken over at the vai les stated in the respective balance 
sheets, except the Investments and Bank Balance belonging to A^ which were not 
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taken over. Both men undertook to discharge their own liabilities, and it was 
agreed that A should introduce cash to make his capital equal to that of B. 
I?epare a journal entry opening the firm’s books, and also a Balance Sheet of 
the firm. 

JOURNAL. 


19.. 


! 

£ 

£ 

Jati. 1 

Sundries. Dr. 

To Sundries:— 

Stock. 


126,000 



Debtors. 


76,000 



Premises . 


25,000 



Plant and Machinery .... 


30,000 



Furniture and Fixtures 


800 



Patents ...... 


6,000 



Cash . 

1 

1 

29,800 



To A . 

1 


146,300 


.. B . 

Being assets of A and B taken over 

i 

i 


145,300 


as per agreement dated ,. . 







£290,600 

1 £290,600 

« 


! - - - 


A AND B. 


BALANCE SHEET AS AT IST JANUARY, 19... 


Liabilities. 

Capital Accounts ;— 
A , 

B . 



Assets. 


£ 


£ 


Premises ...» 

26,000 

145,300 

Plant and Machinery . 

30,000 

145,300 

Patents .... 

6,000 


Furniture and Fixtures 

800 


Stock .... 

126,000 


Debtors .... 

76,000 


Cash .... 

.^9,800 

£290,600 


£290,600 





Adjustments on the Retirement of a Partner. 

Upon the retirement of a partner, it becomes necessary to 
ascertain the amount due to him by the firm on account of 
capital and profits. 

This may be determined by reference to a balance sheet of 
the firm prepared as at the date of retirement, or by adding to 
the outgoing partner's capital, as shown in the last agreed balance 
sheet, a sum to cover his share of the profits, less drawings, 
between the end of the last balancing period and the date of his 
retirement. 

Any provisions in the Articles of Partnership as to the method 
of ascertaining the amount due to an outgoing partner must be 
observed, and if it becomes necessary to revise the book values 
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of the assets, e.g., by the inclusion of goodwill, appropriate journal 
entries must be made in the firm’s books. These will be similar 
in nature to those occasioned on the admission of a new partner 
(see page 188), and will have the effect of bringing the combined 
balances of the outgoing partner’s capital and current accounts up 
to the amo\mt payable to him by the remaining partners. As in 
the example on page 190, the new firm may, if it desires, retain 
the old values of the assets in its books by reversing the entries 
made at the date of the partner’s retirement. 

If the amount due to the retiring partner is paid forthwith, 
cash will be credited and his capital and current accounts closed, 
but if payment is deferred, the balances of these accounts must 
be transferred to the credit of a loan account, which will be 
credited periodically with interest at the agreed rate, and debited 
with payments on account until the balance is extinguished. 


Adjustments on the Death of a Partner. 

From tlie accountancy point of view, the only difference 
betwee. the retirement and death of a partner is that, in the 
former event the retiring partner’s share, if not paid at once, is 
crediterl to a loan account in the name of the outgoing partner, 
whereas in the case of a partner’s death, the adjusted balances of 
hi- capital and current accounts are transferred to an account 

headed “ Executors (or Administrators) of-deceased,” pending 

payment. It is customary in practice for a firm to take out a 
partnership survivorship (or joint life) polic 3 n The policy 
moneys are payable on the death of a partner and provide funds 
with which to discharge the amount due to such partner’s estate. 
The annual premiums are charged against the firm’s profits. The 
capital moneys received are divisible in the same ratio as profits, 
unless (as an alternative to charging the premiums wholly against 
revenue) a Policy Account has been written up in the books, in 
which case any excess of the policy monies received over the 
balance of the Policy Account in the books, will be divided in the 
profit-sharing ratio. 

It is essential to note also that where there are separate policies 
on the lives of the several partners, the death of one partner will 
only cause his policy to mature; the other policies, being partner¬ 
ship assets, must then be brought into the books at their surrender 
values if they do not already so appear. The same situation 
arises when one partner retires before maturity of the policy(ies). 
It should be borne in mind that on the admission of a new 
partner before a claim under the policy has arisen, he must 
purchase his share of the unrecorded asset in the same way as 
unrecorded goodwill. 
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While a retirement is usually arranged to take place on the 
date of the firm’s ordinary periodical balance sheet, the death 
of a partner generally occurs between balancing periods, and, to 
avoid the necessity of preparing special accounts to the date of 
death, it is frequently provided in Articles of Partnership that, 
in the event of the death of a partner, his share of the accruing 
profits is to be arrived at by taking a stated percentage per 
annum on his capital at the date of the last balance sheet, 
such percentage being calculated for the period from the date of 
the last accounts to the date of death. 

Ordinarily an outgoing partner’s right to share in the profits 
of the firm terminates at the date of retirement or death, but 
where any member of a firm has died or otherwise ceased to be a 
partner, and the surviving or continuing partners carry on the 
business of the firm without any final settlement of accounts as 
between the firm and the outgoing partner or his estate, then, in 
the absence of agreement to the contrary, the outgoing partner 
or his estate is entitled, by Section 42 (1) of the Partnership Act, 
18y0,^at the option of himself or his representatives, to either :— 

(a) Such share of the profits made since the dissolution 

as the Court may find to be attributable to the use 
of his share of the partnership assets ; or 

(b) Interest at the rate of 5 per cent, per annum on the 

amount of his share of the partnership assets. 


EXAMPLE I. 

A, B, C, and D are in partnership sharing profits in the proportions of 8/24ths, 
7/24thfl, 6/24ths, and 3/24ths respectively. 

On 3lst T3eceuihor, 1940, at which date A n tiros, tlio Balance Sheet of the 
firm is im follows:— 


A, B, C, AND D. 

BALANCE SHEET. 


Liabilities. 
Sundry Creditors 
Current Accounts ; 


A . 

972 

B . 

532 

C . 

1,031 

D . 

428 

ital Accounts :— 


A . 

9,000 

B . 

6,000 

(7 . 

6.000 

D . 

2,500 


£ 

3,182 


2,963 


22,500 


A ssets. 
Goodwill 
Sundry Assets 


i £28,646 


£ 


£ 

9,000 

19,645 


£28,645 
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The partnership deed provides that, in the event of a partner retiring, assess 
and liabilities are to be taken at book value, except Goodwill, which is to ^ 
valued at three times the average annual profits of the five years immediately 
preceding, which were as follows :— 

1936, £3,807; 1937, £4,892; 1938, £7,856; 1939, £6,136; 1940, £2,076. 

You are required to ascertain the amount due to on his retirement and to 
show the opening Balance Sheet of the firm i?, 0, and 2), assuming the liability 
to .4 to stand temporarily as a loan, the remaining partners’ capital and current 
accounts to remain at their original figures. 


Average of 6 years’ profits 


Total Goodwill 


Goodwill. 

£3,807 -f 4,892 f- 7,866+6,135 4^2,075 

= ^ 23.766 ' 

6 

= £4,763x3 
= £14,259 


share of Goodwill, 8/24ths of £14,259 
= £4,763 


JOURNAL. 


194 »^ 
Dec. 31 


Dec. 31 


1 



£ 

( ’oodwill Account 

. Dr. 


1,753 

; To A -Loan Account . 




Being the proportionate share of increase 



1 in the value of OoodwiU, viz. 

*— 



Present Total Value, . 

£14,259 



„ Book Value 

9,000 



„ Increase 

£5,259 



A'8 share thereof SI2iths 

£1,753 



Sundries ..... 

. Dr. 



To A’« Loan Account . 

. , 

i 


A—Capital Account 

. 

! 

9,000 

A—Current Account 

, . 

1 

972 

Being balances transferred. 

1 ; 



£ 

L763 


9,972 


Dr. 


A.-LOAN ACCOUNT. 


Cr. 


1940 
Dec. 31 

To Balance cfd. 

£ 

11,725 1 

1940 
Dec. 31 

” »» 

»» f» 

By Goodwill 

Capital Account . 

„ Current A<}count . 


£ 

1,763 

9,000 

972 



£11,726 




£11,726 


1 


1941 
Jan. 1 

By Balance 

bjd. 

11,726 
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B, G, AND D. 

BALANCE SHEET AS AT 1st JANUARY, 1941. 


Liabilities. 

\ 

i 

i 

Assets. i 



£ 

£ 

1 £ 

£ 

Creditors . 


3,182 

Goodwill . . . ! 

10,763 

A —Loan Account 


11,726 

Sundry Assets . 


19,646 

Current Accounts;— 






B . 

632 





C ... . 

1,031 





D . . . . 

428 


1 





1,991 




Capital Accounts:— 



i 

i 


B . . . . 

6,000 





G ... . 

6,000 



i 


D . . . . 

2,500 







13,600 






£30,398 

ii 


£30,398 


EXAMPLE II. 

Smith and Jones are in partnership as merchants, sharing profits and losses 
equally. Under their partnership agreement, interest is allowed on capital 
at the rate of 6% per annum. The agreement also contains a provision that, 
in the event of the death of either partner, the goodwill is to be valued at one 
year’s purchase of the average profits of the three preceding years : and, in order 
to avoid the necessity of a stocktaking, the deceased partner’s share in the 
accruing profits is to be calculated by allowing 10% per annum on his capital 
from the date of the last balance sheet to the date of his death. 

Jones died on 31st March, 1941. Accounts were taken on Slst December, 
1940, on which date the capitals were : Smith, £4,000, and Jones, £5,000. The 
profits of the three years ended Slst December, 1940 averaged £1,500 per annum. 
The balances of the partners’ current accounts to Slst December, 1940, had been 
carried to the respective capital accounts, and Jones had drawn £100 iu 1941. 
Compute the amount Smith has to pay to Jones’ Estate. 


Dr. THE EXECUTORS OF JONES (DECEASED). Cr. 


1941 

Mar. 31 To Drawings 
,,31 „ Balance 


£ 

1 

1941 i 1 


£ 

100 

Mar. 

31 By Capital Account as at 



6,850 


let Jan., 1941 


6,000 


tt 

31 „ Interest on Capital 





j for 3 months at 





1 6% per annum . 


76 


„ 

31 „ Accruing profits, 





10% per annum on 





£6,000 


125 


ft 

31 „ Share of Goodwill 





H of £1,600) 


750 

£6,960 


i 


£5,950 


Apr. 

11 By Balance 

bid. 

1 

6,860 
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Limited Partnerships. 

Since a limited partner is only liable for the firm’s debts to 
the extent of the amount of capital which ho has agreed to con¬ 
tribute, it follows that, if trading losses are incurred by a limited 
partnership, a limited partner cannot be called upon to contribute 
any further capital in respect of his share of the loss. His capital 
account should therefore be retained at the amount which he 
has contributed to the firm, and his share of the trading loss should 
be debited to his cuiTent account. 


EXAMPLE. 

A, B aud ( ’ are in partnership, sharing profits 3:2:1. A and D are general 
partners, and eMs a limited partner, with a capital of £1,500. During 1939 (the 
first year of the partnership) a loss of £1,200 was sustained. The Balance Sheet 
entries at Slst December, 1939, so far as C is concerned, will therefore be :— 

Liahililies. ' ! Assets 

: £ 

( apiL.l Aoco nitf— ^ ’ CurrentAccounts- 

O .... I 1,500 C . 

___ _ ____. ^ _ 

Xc vx.'thcless, although, in the above example, G cannot be 
compeiied to contribute cash to clear off the debit balance on his 
current account, he camiot make any drawings on account of 
subsequent profits until the existing debit balance has been made 
good, for the profits are treated as first making good his share 
of accumulated past losses. If he should make any drawings in 
such circumstances, or if he makes drawings in anticipation of 
profits which do not materialise, he is regarded as having with¬ 
drawn part of his capital and is under an obligation to make 
good the deficiency. In order to emphasise the nature of a debit 
balance arising from excess drawings, it should not be left in the 
limited partner’s current account, but should be deducted from the 
credit balance on his capital account, thus indicating the amount 
which the limited partner must pay in to make good his fixed 
capital contribution. 

EXAMPLE. 

Facts as in previous example. The results for the years 1940 and 1941 
were:— 

1940. Net Profit, £1,800. (7*8 drawings, £60. 

1941. Net Profit, £1,600, CJ*b drawings, £400. 

Show Ca Current Account for the two years in question, together with 
the entries in the Balance Sheets at the “^nd of each year, so far as they 
affect 0. 


£ 

200 
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Dr. C. CURRENT ACCOUNT. Cr. 


1940 



£ 

1940 



£ 

Jan. 1 

To Balance. 

bid 

200 

Dec. 31 

By Profit and Loss 



Dec. 31 

„ Drawings 

60 


Account, Share of 



»» »» 

„ Balance. 

c/<Jj 

60 


Profits . . . ! 


300 



1 

£300 




’ £300 

1941 




1941 




Deo. 31 

To Drawings 


400 

Jan. 1 

By Balance 

bjd 

60 





Dec 31 

„ Profit and Loss 








Account, Share of 
Profits 

\ 1 

250 






„ Capital Account: ex¬ 

1 







cess drawings trans¬ 
ferred . 

i 

; 100 




£400 




i £400 


BALANCE SHEET AS AT 31st DECEMBER, 1940. 


Liabilities. 


« 

£ i! 

Capital Accounts— 

;| 

C ... . 

1,500 

Current Accounts— 

'! 

G ... . 1 

50 I 


BALANCE SHEET AS AT 31st DECEMBER, 19D. 


- - - - - 

... - 

— 

— 

Liabilities. 

£ 

£ 

Assets. 

Capital Accounts— 

a 

Less Excess draw¬ 

1,500 


! 

ings . 

100 

1,400 



1 

1 __ __ 1 

: 


('’s share of the profits for 1940 must be applied primarily in making good the 
debit balance brought forward on his current account from the previous year. 
This leaves £100 against which C is entitled to draw, and of this sum he has with¬ 
drawn £50, leaving £50 to bo carried forward to 1941. 

During 1941 C can only permissibly make drawings to the extent of £300 
(Profit for the year £250 plus credit balance brought forward £50). His excess 
drawings of £100 therefore represent an unauthorised withdrawal of capital, and 
should be made good by contribution from C. 


Rule in Elliott t;. Elliott 

Arrangements made by partners as to the procedure to be 
followed upon the death of one of their number are not always 
free from complications. Thus in Elliott v. Elliott^ 1911, the 
articles of partnership provided that, upon the death of any 
partner, the survivors should purchase his share by instalments 
in the proportions in which profits were shared, 
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One of the partners died in 1906, and the new firm treated his 
share as a debt due from the firm. In 1911, before the final 
instalments had been paid, another partner died, and it had to 
be determined whether the remaining instalments were due from 
the new firm or from the individual partners. It was held that 
in such circumstances the outstanding liability to the estate of 
the first deceased partner was not a debt of the new firm, but a 
series of debts due from the surviving partners in the proportions 
in which they shared the profits of the original firm. 

Ill order to give effect to this decision the balance on the 
deceased partner’s capital account should be transferred to the 
remaining partners’ capital accounts in the profits ratio of such 
partners. The firm’s balance sheet, drawn up after the death of 
the late partner, will thus show no balance relating to the estate 
of such partner, but will show augmented capital accounts for the 
continuing partners, the liability to the deceased partner’s estate 
being a liability of the several partners individually and not of 
the firm. 

EXAMPLE. 

i?, end T are in partnership, sharing profits and losses in the ratios of one- 
half, (. ie-i:iiir'l and one-sixth respectively. Ji retires as from Slst December, 
wheu the KtJ^lnc(. IShcot of the partnership was as follows :— 


BALANCK SHEET. 




! Assets. 



£ 

\ 

£ 

Capital Accounts — 


Sundry Net Assets 

15,000 

E ... . 

(>,(K)0 



8 ,.. . 

5,(XK) 



T ... . 

4,000 



1 

£15,000 


£15,000 

Show the amended Balance Sheet after the retirement of E :— 


(1) Applying the rule 

in Elliott V. Elliott. 


(2) Ignoring the rule in Elliott v. EUiotL 


(1) 

BALANCK SHEET. 


Liabilities. 


! Assets. 



£ 

!' 

£ 

Capital Accounts— 


- Sundry Net Assets 

15,000 

8 ... . 

9,000 



T . 

6,000 i 




£ir>,ooo 

1 

£16,000 


In the above case the credit balance on R'b Capital Account has been trans¬ 
ferred to S and T in their new profit ratios, of 2 :1, i.e., 8 £4,000 and T £2,000. 
Thus the individual partners are personally liable to E for the respective amounts 
transferred to their Capital Accounts. 
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(2) BALANCE SHEET. 


Liabilities. 


Assets. 1 


£ 

£ 

Capital Accounts— 


Sundry Net Assets . 15,000 

S . 

6,000 


T , 

4,000 


H Loan Account . . . 

6,000 

{ 


£15,000 1 

i 

£15,000 


# ..... 

In the second case the amount due to jK is a debt of the firm, in respect of 
which both the surviving partners are jointly and severally liable. 


As the application of the rule in Elliott v. Elliott may be 
inequitable in certain cases, e.g., where a surviving partner 
becomes bankrupt, it is advisable to include a clause in the 
partnership deed that amounts due to the estate of a deceased 
partner are a liability of the firm. 

t 

EXERCISE 6 

A, What are the rights and duties set forth in the Partnership Act, 1890, with 
reference to the following:— 

(а) Interest on Capital; 

(б) Advances to the Firm by a Partner; 

(c) Payments made by a Partner on behalf of the Firm; 

(d) Management of the Business ; 

(«) Partners’ Salaries; 

(/) Introduction of new Partners ; 

(ff) Disputes arising from the Partnership ? 


B. What are the advantages and disadvantages of Limited Partnerahitjs ? 

C. How is the value of an outgoing partner’s share determined 7 

D. A, B, and C are in partnersliip sharing profits and losses one-half, one- 
eighth, and three-eighths respectively. B, however, has entered into an agree¬ 
ment with his fellow partners whereby his share of the profits must not be less 
than £411. 

The net profits for the current year amount to £2,100. Prepare an account 
showing the amount due to each partner. 


E. S. Blundell and R. Dent are in partnership, and the provisions of the 
Partnership Deed are that each partner shall be allowed 5^% interest on capital, 
and that profits and losses shall be shared as to four-fifths and one-fifth. On 
the 1st January, 1940, their capitals were : Blundell, £1,875 ,* and Dent, £375, 
During 1940, they made a loss of £535 without reckoning interest on capital. 
Their drawings during the year were : Blundell, £310; and Dent, £175. 

Prepare Profit and Loss and Capital Accounts for the year ended Slat 
December, 1940._ 


F* In the partnership agreement of Jordan and Slater it is provided, inter 
alia, that interest at 6% per annum shall be charged on all sums withdrawn by 
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the partners. In the year ended 31st December, Jordan has drawn £200 at the 
end of each quarter, and Slater has drawn £50 at the end of each month and an 
extra £100 on 30th June. Set out the Drawings Accounts in full (monthly 
calculations of interest) and transfer the balances to their Capital Accounts by 
means of journal entries. 

G. Fairfax Brothers consists of three partners (A, B and C). The capital is 
held as follows £10,000; i?, £12,000; and C, £7,600. Interest at 6% is 
allowed upon capital and is charged on drawings, upon which there are no 
restrictions as to amount or date. C is entitled to be credited with a salary of 
£400 per annum. B lent £6,000 to the firm at 6% interest. All the partners 
withdrew goods from the firm for personal use. 

In what form should the partners* accounts be recorded in the books of the 
firm ? 

Illustrate your answer by submitting a specimen of each kind of account you 
recommend the firm to employ. 


H. James Neil, who carries on business as an Iron and Steel Merchant, agrees 
to admit Oscar Anderson into partnership for a term of 10 years, on condition 
that- he introduces £1,000 by way of premium. After six years the partnership 
is dissolved. Is Anderson entitled to have any portion of his premium returned ? 
Slate leasuiia. 


1. The firm oi P db Q consisted, on 30th June, of two partners sharing 
prcfit«< in the projortious of four-seventlis and three-seventlis respectively. The 
Balauec Saeet at that date showed :— 


lAoHliiie9, 


Capital A/c.—P 

» f, Q 

Creditors 
Profits not drawn 


£ 

1 Assets. 

£ 

8,000 

1 Land and Buildings . 

3,500 

6,000 

Plant and Machinery 

5,260 

7,500 

1 Furniture and Fixtures 

800 

1,400 

j Stock and Stores 

1 Debtors ... . 

! Cash ... . 1 

: i 

5,700 

6,600 

1,050 

£22,900 j 

i 

1 

! 

£22,900 


It is agreed to admit M into partnership on Ist July, on payment of £2,100 
for goodwill, divisible between P and Q in the proportions in which they provided 
capital and divided profits. B also brings in £4,000 capital One-haff of the 
profits not drawn on JUth J uno are to bo withdrawn by P and Q in their respective 
proportions, the balance to remain in the business and to be credited in the same 
proportions to P and Q*8 capital accounts. It is agreed that the stock and stores 
shall be reduced in value to ^,000, and that the reduction shall be charged to the 
capital accounts of P and Q in the proportion of four-sevenths and three-sevenths. 
P,Q, and R are to divide profits in proportion to their respective capital accounts 
as on 1st July. Show the respective Capital Accounts of the three partners as at 
that date, and set out the Balance Sheet of tfie new firm as at Ist July. 


J. Harold and Peter Chance ligrce to admit David Moss, their Manager, 
into partnership as on let Januaiy. Interest at 6% is allowed on capital which 
is as MowsHarold Chance, £10,000; Peter Chance, £6,000; David Moss, 
£ 1 , 000 . 

Moss is to be credited with a salary of £3U0 per annum, £200 of which is to be 
debited to Harold Chance and £100 to Pejer Chance. After providing for interest 
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on capital the profits are to be divided as follows:—Harold Chance, 4/9th8; 
Peter Chance, 3/9ths ; David Moss, 2/9ths. No interest is charged on Sawings, 
which were as follows :—Harold Cliancc, £1,600; Peter Chance, £800; David 
Moss, £400. 

At the end of the first year the profit amounted to £6,030 before making any 
of the above adjustments. 

Give the partners’ aricoiints as they would appear in the Balance Sheet as on 
3l8t December. 

K. Gauley and Forest are in partnership, and share profits and losses as to 
two-thirds to Gauley and one-third to Forest. Tlie capital is held as follows: 
Gauley, £12,000; Forest, £6,000. On 31st December, 1940, the credit balances 
of the partners’ current accounts were : Gauley, £1,840 ; Forest, £920. 

On 1st January, 1941, the firm admitted Pirrie into partnership on the 
following terms : Goodwill to be valued at £6,000 and to be credited to the 
capital accounts of the original partners. The current accounts to bo trans¬ 
ferred to the capital accounts. Pirrie to bring in, as capital, an amount equal 
to one-fourth of the total capital of the original partners as adjusted above. 

Give the Capital Accounts as they would appear in the initial Balance Sheet 
of the new firm on 1st January, 1941. 


L. On 3l8t March, the Balance Sheet of X and Y was as follows:— 


.X. 



AiseU, 

£ 

Cash at Bank and in hand 

2,000 

Sundry Debtors 

8,000 

Stock in Trade. 

10,(XK) 

Machinery, Fixtures, etc. . 

6,000 

Patents and Patterns 

2,000 


£28,000 


As from the date of the Balance Sheet X and Y agree to admit Z ixj&ix partner, 
who is to bring in £6,000, one-half of which is to be regarded as a premium, two- 
thirds of such premium is to be credited to X and one-third to 7; he is also to 
bring in £3,000 as capital, and the profits are subsequently to be divided as to 
X ono-half, 7 one-third, and Z one-sixth. Draw up the opening Balance Sheet 
of the new firm, and show the Capital Accounts of the three partners. 


M, Messrs Hunt, Fox, and Barlow were in partnership, and their capitals 
on the Ist March, 1940, were as follows: Hunt, £3,125; Fox, £2,250; and 
Barlow, £2,260. The partners’ drawings during the year were: Fox, £175, 
and Barlow, £176. The trading profit for the year ended 28th February, 1941, 
amounted to £1,260 12s. 6d. Their Partnership Deed provided that interest 
at the rate of 6% per annum should be allowed on capital, and that profits and 
losses should be divisible thus: Hunt, three-sevenths, and Fox and Barlow 
two-sevenths each. 

On the 1st March, 1941, they take Blaize into partnership and agree to give 
him an eighth share of the profits. In order that he may be entitled to this 
proportion of the profits pro tala with the capital of the other partners as at 
the Ist March, 1941, what amount must he introduce, and what wHl then be the 
proportions for division of profits amongst all the partners ? 


N. Ball and Green, who are partners sharing profits and losses as to five- 
eighths and three-eightlis, admit ^ne into partnership as from Ist July. The 
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Partnerehip Deed provides that L^e shall receive one-fifth of the net profits, 
after allowing £400 salary and 4% interest on capital for each partner. 

One year afterwards it was ascertained that £4,000 net profit had been made 
before charging partners’ salaries, or interest on capital. The capital accounts 
were as follows : Ball, £6,000; Green, £4,000; and Lane, £1,600. 

Prepare Profit and Loss Appropriation Account and Partners’ Capital 
Accounts. 


0. Thorley and Rutter are in partnership, with capitals of £6,000 and £3,000 
respectively, profits and losses being divided in proportion to their capitals. 

On the 31st December they had, in addition to their capitals, undrawn 
profits amounting to £1,200 (Thorley) and £1,600 (Rutter). 

On that date they admit Ashley into partnership on the following terms : 

The Goodwill is to be valued at £3,000, which is to be credited to the capital 
accounts of Thorley and Rutter, and the undrawn profits to the extent of £1,000 
each are to be ce pitalised—the balances of undrawn profits then remaining being 
^vithdrawn. 

Ashley is to bring in sufficient cash to give him a one-third interest in the 
business. 

State the amount of each partner’s capital when these arrangements have 
been carried through. 


P. A and B are trading in partnership, having capitals of £3,000 and £2,000 
respectively, and sharing profits in those proportions. They admit C into 
partneivhip. on the terms that he shall bring in £1,000 as capital and pay A 
and B £5(0 for his share of the goodwill, the profits to be divided in the pro¬ 
portions A the now capitals. Show what those proportions will be (a) if A 
and B cir>w out the £600; and (6) if the £600 is left in the business as capital. 


Q. A and B, carrying on business separately in the same trade, agree to 
enter into partnership, and at the same time it is agreed to admit C, who has 
hitherto acted as A's manager. The whole of the assets of A and B, with the 
exception of A's War Loan investment, are to be brought in, and C is to pay 
£1,000 as goodwill to be credited equally between A and B. 

The Balance Sheets of A and B wore as follows :— 


Liabilities. 

Creditors 

Capital . 

1 A 

: £ 

. ! 19,000 
. 26,696 

B 

£ 

20,110 

23,600 

Asseis. 

Freehold Premises . 
Plant, etc. 

Stock 

Debtors . 

War Loan , . : 

Bank . . . i 

Cash 

A 

£ 

4,000 

3,000 

12,000 

23,000 

2,000 

1,600 

96 

B 

£ 

4,600 

8,000 

27,000 

4,000 

210 


1 £46,696 

£43,710 


£46,696 

£43,710 


1 

r* ' 1 


j 



Open the books of the partnership, and show the adjusted Balance Sheet. 


R. Henson and Scanlan were equal partners. Henson died on 30th December. 
Accounts were prepared at the close of the financial year 31st December, when 
it was found, after transferring the profit for the year in the ordinary way, that 
the Partners’ Accounts stood as follows; Henson, Capital Account, £8,000; 
Current Account (Credit Balance), £962. Scanlan, Capital Account, £7,000; 
Current Account (Credit Balance), £862. 
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It was agreed with Henson’s Executors that the value of the goodwill, which 
had not hitherto app^red in the books, should be fixed at £3,000, and that 
the assets and liabilities should be revalued. Valuations were made with the 
following results: the book value of the Plant and Machinery was reduced 
by £600; the Reserve for Bad Debts was found to be excessive by £200; the 
Stock was under-valued by £360; the Sundry Oeditors were overstated by 
£670; and the Patents (book value, £300) were held to be of no value. 

Submit the Partners’ Accounts as they would appear in the Revaluation 
Balance Sheet. 


S. H and S are partners as builders and contractors with a capital of £6,000 
equally divided. At 3l8t December, 19.., they owed £780 to sundry creditors; 
they had owing to them £1,470, they valued their stock at £280, and had a bank 
balance of £476. In the early days of the partnership they acquired properties 
at a cost of £8,400, on which they borrowed £3,846, and this sum was stiU owing 
in the following January, when B died. S carried on the business, and sold the 
properties for £13,000. You are instructed to prepare the accounts as between 
and the executor of There was no partnership deed. The profits of the 
period between 31st December and the date of death were estimated to be 
£60. 


T. A and B carry on business as solicitors, in partnership, and share profits 
and losses equally. 

The profits as shown by the books have been :— 


£ 

Year to 31st December 1930 . . . 300 

„ „ 1937 . . . 1,000 

„ „ 1938 . . . 1,600 

„ „ 1939 . . . 3,000 

„ „ 1940 . . . 1,800 


and have been divided according to the basis given. 

The profits have not been accurately ascertained, in that Work in Progress, 
and Disbursements recoverable, have not been brought into account. 

It is agreed that these assets shall be introduced into the books as at 31st 
December, 1940, and that the apportionment of profits already made shall be 
adjusted as necessary. 

The values of the assets referred to were :— 


31st December 1936 


Work In 
Progress. 

£ 

. 980 

Disburseznenta 

recoverable. 

£ 

120 


1937 


. 1,050 

250 

99 

1938 

. » . 

. 1,600 

300 

99 

1939 


. 640 

60 

99 

1940 

. 

. 1,120 

280 


Prepare an Adjustment Account showing the tnie profits for each year, and 
give the journal entries necessary to bring the figures into the books at 31st 
December, 1940. 








CHAPTER VII 


THE TRADING ACCOUNT, PROFIT AND LOSS 
ACCOUNT AND BALANCE SHEET 

It has already been shown that the ultimate object of book¬ 
keeping is the preparation and compilation of the Trading and 
Profit and Loss Accounts and Balance Sheet, to enable the trader 
to ascertain:— 

(1) The result of his business operations during a given 

period; and 

(‘I) His financial position at the end of that period. 

It- has also been explained that, in order to obtain these 
results accurately, it is necessary to make adjustments for :— 

^1) Expenses accrued but not paid and therefore not yet 
shown in the books. 

(2) Expenses paid in advance, a proportion of which is 

in respect of, and is chargeable to, the next succeed¬ 
ing trading period. 

(2) Income due in respect of the current trading period 
but not yet received. 

(4) Income received during the current period but relating 

to the succeeding period. 

(5) Reserves for possible losses, e.g., bad debts, and dis¬ 

counts on debtors. 

(()) Necessary adjustments for depreciation in the values 
of the assets at the end of the trading period. 

Examples of simple adjustments of these classes, with the 
appropriate journal and ledger entries, are given in Chapter IV., 
on pages 90 to 107, but it will be useful to recapitulate the 
method of treatment as affecting the Profit and lioss'Account 
and Balance Sheet. 


Expenses Accrued. 

This will usually include such items as rent, telephone, 
lighting, heating, etc. Adjustments may also be required for a 
proportionate part of the employees' weekly wages. The 
amount which has accrued to the date of balancing is a charge to 
the debit of Profit and Loss Account, while the double entry 
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may be completed by showing the same amount as a credit 
balance in an Outstanding Expenses Account. 

The items in the Outstanding Expenses Account may be 
treated in either of two ways when the books are reopened for 
the next trading period :— 

(1) The items may be left on the credit side of this account, 

and when the amount is subsequently paid and 
credited to cash, the debit entry wil] be divided 
into two portions. One portion—the amount out¬ 
standing at the balancing period—will be debited 
to this account, thus cancelling the corresponding 
credit item; the other portion—the amount accrued 
since the date of balancing—being debited to the 
appropriate expense account; or 

(2) The items may be transferred back to the appropriate 

expense accounts as credit balances ; and when the 
amount is paid and credited to cash, the debit item 
will be to the expense account in the ordinary way. 

In many cases, however, no Outstanding Expenses Account 
is opened at all, the outstanding amounts being debited to their 
respective accounts and carried down as credit balances in the 
same accounts for the next period. This is the most direct 
method, and the one which should usually be adopted in working 
examination exercises. (See antCy Chapter IV.) 

The amount of accrued expenses will appear as a liability in 
the Balance Sheet. 

Expenses Paid in Advance. 

Insurance premiums are always payable in advance; hence 
at the end of the trading period there will probably be some 
unexpired portion of the premium which relates to the future 
trading period. Rates and taxes may require adjustment in 
a similar manner. 

The amount unexpired is shown in the Profit and Loss Account 
as a deduction from the appropriate debit item, thus reducing 
the charge and, in effect, crediting the Profit and Loss Account. 
The equalising debit is shown by entering the amount paid in 
advance in an account called “ Rates Paid in Advance Account ” 
or some other appropriate name. Alternatively, the necessary 
adjustment for expenses paid in advance may be made in the 
respective nominal accounts, the proportion relating to the 
succeeding period being credited and carried down as a debit 
balance in the same accounts. 

The amount of expenses paid in advance will appear as an 
asset in the Balance Sheet. 
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Income Outstanding. 

Where income is due in respect of the current trading period 
but such income has not been received at the date of preparation 
of the final accounts or where income, although not yet due, has 
accrued at the date of the final accounts, provision must be made 
in order that the accounts will show the full amount of income in 
respect of the period. The necessary adjustment may be effected 
by crediting the amount accrued, or the amount due but not yet 
received, to the nominal account, e.g., Rent Receivable or Interest 
Receivable, and debiting the same amount to a special Income 
Outstanding Account, or carrying down the amount accrued or 
outstanding as a debit balance on the nominal amount concerned. 
These entries will have the effect of increasing the amount of 
income transferred to the credit of Profit and Loss Account while 
the debit entry will appear as an asset in the Balance Sheet. 

Income Received in Advance. 

In certain cases it may be found that some of the income 
received during the current trading period relates to the succeed¬ 
ing trading period, e.g., rent of sub-let premises received in 
advance. The appropriate adjustment can be effected in a 
reverse manner to that set out in the preceding paragraph, thus 
decreai^mg the amount of income transferred to the credit of 
Profit- end Jioss Account. The credit entry in the nominal account 
concerricd. or the entry in a special Income Received in Advance 
Account V ill appear as a liability in the Balance Sheet. 

Reserves for Possible Losses and Gains. 

It is only fair that each year’s trading period should bear 
the losses and benefit by the gains attributable to that year’s 
trading, but in some cases these losses and gains will not be known 
until a much later date. Accordingly, reserves are made for 
such estimated amounts as past experience and knowledge of 
the business indicate to be necessary. 

Reserves for bad debts and discounts on debtors are provided 
for by debiting the Profit and Loss Account with, usually, a per¬ 
centage on the debtors outstanding at the date of balancing 
(or the amount required to bring the existing reserves up to such 
percentage), while the credit entries are made in accounts headed 
“ Reserve for Bad Debts ” and ‘‘ Reserve for Discounts Allow¬ 
able,” respectively. Alternatively, these reserves may be carried 
down to the new period as credit balances on Bad Debts and 
Discount Allowable Accounts. Where both reserves are made, 
the Reserve for Discounts Allowable is usually calculated on the 
outstanding debtors after deduction of the Reserve for Bad Debts. 
Possible gains—such as discounts affowed by creditors on amounts 
to be paid to them—are dealt with in a similar way ; the amount 
reserved, usually a percentage on creditors outstanding, being 
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credited to Profit and Loss Account, and debited to an appro¬ 
priate Reserve for Discounts Receivable Account ” which is 
opened in the General Ledger, or, alternatively, carried down as a 
debit balance on Discount Receivable Account. These reserves 
are shown in the Balance Sheet as deductions from “ Sundry 
Debtors ” and Sundry Creditors ” respectively. 

Entry of Adjustments in the Final Accounts. 

It will be realised that, in practice, the above-mentioned 
adjustments are made in the appropriate ledger accounts before 
the Profit and Loss Account is prepared, and that only the final 
balances of the nominal accounts are transferred to the Profit 
and Loss Account. 

In examination papers, however, candidates are usually 
given a Trial Balance showing the position before the adjustments 
are entered in the books; particulars of the adjustments being 
appended. These adjustments should be added to (or deducted 
from, as the case may be) the trial balance figures, only the final 
totals'being extended to the Profit and Loss Account, although 
details may be shown in an inner column as in the following 
example :— 



1 1 £ 

To Rent, Rates and Taxes 

1 260 

Add rent accrued 

.1 40 


; 1 290 

Lm rates paid in advance 

• i 1 25 


Care must, of course, be exercised to see that the equalising 
contra entries are made in the Balance Sheet. In the above 
example, rent accrued'' will appear as a liability and rates 
paid in advance '' as an asset. 

Valuation of Assets. 

The basis of valuation of assets will depend upon their nature, 
i.e., whether they are fixed or floating. 

Fixed assets are those which are of a more or less permanent 
nature, and are acquired for the purpose of enabling a trader to 
carry on his business, e.g., plant, machinery, and bufidings ; with 
this class of asset the general nile is to value them at cost, less 
an allowance for depreciation suiBScient to reduce the book-value 
of the asset to its scrap value by the end of its working life. 

Fluctuations in the values of fixed assets, such as plant and 
machinery, are not generally provided for in calculating the profit 
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of a business, as such fluctuations are caused by outside factors 
which in no way affect either the earning capacity or the useful¬ 
ness of such assets to the business as a going concern. 

Floating assets are those which are obtained and held, not 
as agents of production, but for the purpose of subsequent con¬ 
version into cash ; they are therefore not of a fixed, permanent 
nature, but are continually changing in the ordinary course of 
business. The most common examples of floating assets are 
cash, book debts, stock-in-trade, and bills receivable. The broad 
basis of valuation of floating assets is “ cost price or market 
value, whichever is the lower,'* though this rule is subject to 
exceptions, which are not, however, of sufficient importance 
to be dealt with in a work of this nature. The fundamental 
reason for this basis of valuation is that anticipated losses should 
always be provided for as far as possible, while anticipated profits 
should be ignored until actually realised. For example, suppose 
in one trading period 100 gross knives are purchased at 28. 6d. 
each ; and at the close of the period, none having been sold, the 
market price has fallen to 2s. each. The new period (considered 
as a separate business) could buy these knives at 28. each in the 
open market; and the anticipated loss on the sale of this stock 
should bo pro\ idecl for by reducing the value of the stock in the 
books to market value, i.e., 2s. each. Had the price risen to 38., 
the knives would be valued at the lower price, i.e., cost, for, 
altho"t^pi there is a possibility of an enhanced profit, it is equally 
possible that the price may have fallen again before the knives 
are actually sold. 

Although examples of fixed and floating assets are given above, 
it must not be supposed that it is possible to divide assets into 
these classes with any degree of certainty ; what is a fixed asset 
in one business may be a floating asset in another, and any 
classification must depend upon the nature of the particular 
business carried on by the trader or firm. Thus, to a firm of 
furnitiu:*e dealers a motor van is a fixed asset and furniture is 
a floating asset, while to a firm trading in motors a motor van is a 
floating asset and office furniture is a fitted asset. Numerous 
other examples will occur to the reader-—e.g., land and build¬ 
ings are floating assets to a dealer in real estates, and fixed assets 
to a manufacturer. 

Valuation of Book Debts and Investments. 

The present value of book debts (i.e., the amounts owing by 
sundry debtors) is adjusted by means of Reserves for Bad Debts 
and for Discounts, as may be required. 

Investments, however, may be either “ fixed " or “ floating 
assets, according to the nature of the business and the purpose 
for which the investments are held) but if they are considered to 
be floating assets, they should be valued in the same manner as 
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stock-in-trade, viz., at cost or market price, whichever is the 
lower. An alternative method, which is often adopted, is the 
creation by means of periodical transfers from Profit and Loss 
Account of an Investment Reserve Account to cover any probable 
permanent depreciation in value, temporary fluctuations in value 
being ignored. This reserve account is shown on the “ Liabilities 
side of the Balance Sheet, while the investments are shown among 
the assets at their cost price, a note being appended to indicate 
their current market value. 

The book value of investments, less the reserve, should not 
ordinarily be greater than the market value at the date of the 
Balance Sheet, but it is contended by certain aiithoi ities that if the 
investments are fulfilling their normal function of earning revenue 
as fixed assets, they may be retained in tlie Balance Sheet at cost. 
In such circumstances it is most dc^sirablc that a note of the 
current market value be appended. 


Valuation of Stock-In-Trade. 

Tor Finished Stock, the general rule is to value at cost or 
market price, whichever is the lower. The only occasion upon 
which it is permissible to value stocks above cost is where such 
stock increases in value with the passage of time, e.g., timber, 
wines, etc., which mature with age. In such cases stocks are, 
in practice, frequently valued at cost plus interest thereon at, 
say, 6 per cent, per annum ; but where this method is adopted, 
the value should never exceed that at which similar stocks could 
be purchased in the open market. The correct valuation of 
stock at the close of the trading period is most important, as 
upon the accuracy of this valuation will depend the acciu’acy of 
the gross profit shown in the Trading Account, and consequently 
of the net profit given in the Profit and Loss Account. Moreover, 
it is necessary that both aspects of any transaction relating to 
stock (the liability as well as the asset) be taken into account 
in the same trading period ; obviously, if goods received during 
the last few days of a trading period are included in the closing 
stock credited to Trading Account but the invoice is not 
entered in the Purchases Book until the beginning of the next 
period, the gross and the net profit would be inflated by the 
amount of that invoice. 

It is, therefore, essential that invoices for all goods received 
during a trading period are properly passed through the Purchases 
Book during that period. Where an invoice cannot be obtained 
(e.g., for goods received from abroad) an estimated amount must 
be passed through the books to cover the liability. Conversely, 
where goods have been purchased and the invoice entered in the 
books, but the goods have not yet been delivered, they should 
be included in stock at cost. 
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Similarly, all goods sold and delivered during the same period 
must be charged out to the customer through the Sales Day Book. 
It sometimes occurs, however, that goods sold during one trading 
period are not delivered until the next period. Two diverse 
methods of dealing with such transactions are met with in 
practice, viz.;— 

(а) The goods are debited to the debtor through the Sales 

Day Book and credited to the Sales Accoimt at the 
time of sale. In this case, the goods must not be 
included in the stock on hand at the close of the 
trading period. 

(б) The goods are not charged out to the customer until 

deUvery is eflFected; in this case the goods are 
properly included in the stock on hand at their cost 
price, but no entry is made in the Sales Day Book in 
respect of the sale. 

It is sometimes difficult to determine which method should 
be. adopted, but the circumstances of each individual case must 
receive consideration. From a legal view-point, where it is the 
intention of the parties that the property in the goods (i.e., the 
absolate right of ownership) passes to the buyer at the time of 
sale, fciio first method may be correctly adopted, since the goods 
are the customer’s property. But where it is the intention that 
the ow nership of the goods shall not pass until delivery is effected, 
the second method is the right one to pursue. 

It may seem almost superfluous to add that only the trader’s 
own property should be included in stock on hand, but where a 
trader customarily handles goods as agent for others, or receives 
goods on consignment, the warning is not out of place. In 
accordance with the same rule, where a trader sends out goods 
on consignment, any unsold portion held by his consignees must 
be included as his stock-in-hand, as well as stock in the hands 
of agents and goods temporarily lodged in bond, or in docks, 
warehouses, etc. (See post, Chapter X.) 

Obsolete and unsaleable stock, and daiaaged goods (if any), 
must be entered at a suitable valuation, whilst goods sent out 
“ on approval,” or “ on sale or return,” should bo brought in at 
cost or market price, whichever is the lower, in the normal 
manner, as indicated above. 

Valuation of Goods on Sale or Return. 

In this connection the student is referred to the paragraph 
in Chapter II on the Goods on Sale or Return Book ; the value 
of such a book will now become apparent. 

If goods “ on approval ” or “ on sale or return ” are passed 
through the Sales Day Book and charged out to the prospective 
buyers, returns being recorded by a credit note, it will be seen 
that the tracing of goods still bn approval will be difficult and 



TRADING, PROFIT AND LOSS ACCOUNT, BALANCE SHEET 223 

tedious and accompanied by grave risks of entnes being passed 
over, with consequent inaccuracies. The system adopted in 
practice, where goods are so charged out, is to forward to the 
prospective purchaser a pro jormd invoice, a copy of which is 
placed in a special file marked “ Goods on Approval,” to be 
removed when the goods are finally accepted or returned. 
Although this system is theoretically adequate, and enables 
the quantity of goods on approval to be ascertained by inspec¬ 
tion of the pro formd invoices in the file at the date of closing the 
accounts, it will not commend itself to the modern accountant 
by reason of the numerous steps involved, with the additional 
labour and risk of error attached to each. 

It will thus be seen that the use of a “ Goods on Sale or Return” 
book is actually a simplification, rather than an additional 
complication, of the book-keeping ; and both for this reason and 
because of the advantages outlined in Chapter II, this book 
should always be used in practice. 

Valuation of Work-in-Progress. 

Work-in-Progress must be carefully distinguished from 
Finished Stock-in-Trade. In a manufacturing concern it repre¬ 
sents goods which are partly manufactured at the date of the 
Balance Sheet, and it should be recorded in a separate account 
in the ledger. 

Work-in-progress at the commencement of the trading period 
should be debited, and that at the end of the trading period 
credited to the Trading Account [or to the Manufacturing Accomit 
(see page 250) where such an account is kept], in the same manner 
as finished stock-in-trade. 

The valuation to bo placed upon work-in-progress differs 
somewhat from that of finished stock, and it is necessary to 
determine the amount of raw material, labour, and other expenses 
which can be directly charged to the cost of its manufacture. 
A reasonable charge should be added to cover overhead expenses, 
but on no account should any estimate for profit be included 
except in the circumstances stated later in Chapter XVI. Where, 
owing to violent fluctuations in market conditions, the selling 
price of the finished article has fallen considerably, it should bo 
seen that the value placed upon work-in-progress does not exceed 
the market price. In the case of non-manufactvuing concerns 
the item may represent partly completed orders. 

Cash received on account of work-in-progress should be shown 
as a deduction from the latter m the Bala’ ce Sheet. This item 
most frequently arises in the accounts of contractors, and repre¬ 
sents cash paid by customers on account of partly finished con¬ 
tracts which would be included in work-in-progress. No debits 
are usually made in the customers’ personal accounts until the 
contracts are completed, when sales wUl be credited with the full 
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amount of the contracts. Alternatively, the customers’ personal 
account are debited with the value of the work certified as 
completed to date and credited with the cash paid to date. This 
matter is dealt with in more detail in Chapter XVI. 


Valuation of Stores-in-Hand. 

Stores-in-hand denote those materials which are used in con¬ 
nection with the upkeep and maintenance of plant and machinery 
and other assets employed in the process of manufacture, e.g., 
fuel, oils, cleaning materials, packing materials, etc. The item 
should be valued separately and not included with the general 
stock-in-trade. By this means it is ensured that the amount 
charged against revenue will represent the actual value con¬ 
sumed during the trading period, the amount of the valuation 
being credited to the expenditure account and brought down as 
a balance. 

The term “ Stores ” is sometimes used to denote raw materials 
on hand, as distinct from the term “ Stock,” the use of which is 
some times confined to finished goods. 

CapiUl and Revenue Expenditure. 

Tlie distinction between Capital and Revenue expenditure 
is extremely important, because the former results in, or is due 
to, the acquisition of assets which must appear in the Balance 
Sheet, while the latter represents the expenses incurred in the 
business, and is debited to the Trading or Profit and Loss 
Accounts. 

When expenditure results in the acquisition of a permanent 
asset, or in the permanent improvement of, or the addition to, 
or the extension of an existing asset, which is capable of, and 
intended for, repeated or continuous use in the earning of profits 
or revenue, it is capital expenditure. An example is the purchase 
price of machinery with which a manufacturer converts raw 
material into a saleable product. 

All expenditure which cannot properly be debited to an asset 
account is revenue expenditure. This includes, in the case of a 
manufacturing business :— 

(a) The cost of materials purchased for consumption in 

the process of manufacture, or of goods bought for 

re-sale. 

(b) Wages ^(jd to workmen engaged in the production 

of con1x*mdities for sale. 

(c) The expenses of selling and distributing the goods 

produced. 

(d) Establishment charges, such as office salaries, rent, 

interest, etc. 
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(e) The cost of using the permanent assets of the business, 
and of maintaining their efficiency by means of 
repairs, renewals and replacements. 


The Adjustment of Capital and Revenue Expenditure. 

With manufacturing businesses, particularly engineering and 
allied undertakings, employees are occasionally engaged, and 
materials used, in the permanent improvement or erection of 
buildings and plant. In such cases it is necessary to debit the 
wages paid and materials used to the asset accounts concerned, 
and it is not incorrect to add to the direct cost a proportion of 
the indirect expenditure involved in the supervision of the work, 
e.g., foremen's wages, etc., although it is prudent to ignore the 
expense under the latter heading or to calculate it upon a very 
conservative basis. 

If an analysis of wages and materials is not available for the 
purpose of ascertaining the current expenditure chargeable to 
capital, the value of the wages paid and materials used on the 
extensions, etc., must be estimated by a responsible official at 
the end of the financial year, and a journal entry made to adjust 
the charges to capital and revenue as illustrated in the following 
example:— 

EXAMPLE. 

At the end of a firm’s financial year the Trial Balance included, inter alia, 


the following items :— 

£ 

Purchases.6,760 

Purchases Eetums.600 

Sales.16,400 

Sales Returns.160 

Stock at beginning of year.8,100 

Wages.6,400 


The stock at the end of the year was valued at £9,000. 

During the year the firm had extended their factory, which was valued in 
the books at £10,000. The extensions had been undertaken by the firm’s own 
workmen, who had used materials taken from the general stock. It was 
estimated that the wages paid in connection with the extensions amounted 
to £600 and the materials used from stock were valued at £400. 

Make, by journal entries, the necessary adjustments in connection with the 
extensions, and show the Factory Premises Account and the Trading Account for 
the year. Ignore depreciation. 

JOURNAL 


19.. 



£ 

Deo. 31 

Factory Premises Account . . , Dr, 

To Wages. 

„ Purchases. 

Being transfer of materials and wages in 
respect of the factory extermon. 


1,000 


H 
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Dr. FACrrOBY PREMISES ACCOUNT. 


19.. 
Jan. 1 
Dec. 31 

j 

To Balance 
„ Wages 
„ Purchases . 

1 

! hid. 

! 

£ 

! 10,000 
600 
400 

19.. 
Dec. 31 

! By Balance 

L/rf. 

£ 

11,000 


1 


£11,000 




£11,000 

19.. 
Jan. 1 

To Balance 

bid. 

11,000 






Note. —The balance of thia account (£11,000) will appear in the Balance Sheet as 
an asset. 


TRADING ACCOUNT. 


Dr. For the Year ended 318T December, 19.. Or. 



£ 

£ 

1 

i £ 

£ 

To Stock at lat Jan. 

1 


By Sales. . .1 15,400 


19.. 


8,100 

Less Returns . 1 150 


. Purchases . 

6,350 


! 

15,250 

Less Returns . 

600 


„ iStock at 3l8t Dec. ' 




5 850 

19.. . 

9,000 

Wages 


4,800 

„ Baiajtcc, being 



i 


• jross Prr fit 





t?‘a/'.sfcfred to i 



1 


Pr /Jt and Loss 



1 


AocOuiit . 


6,500 

1 




£24,250 


, £24,250 


Deferred Revenue Expenditure. 

In the early years of a business it may be necessary to spend 
a considerable sum in advertising and other publicity work. 
There is usually a ‘‘ lag ” between the expenditure and the 
income which it produces. In such cases it is proper to charge 
only a part of the total cost of such publicity to the current 
year’s Profit and Loss Account, and to carry the balance forward 
as deferred revenue expenditure which will -oe charged to revenue 
by degrees over the i)eriod during which benefit is expected to be 
derived from it. 

Extraordinary Revenue Expenditure. 

These are items which are not repeated annually, e.g., heavy 
repairs and renewals to plant and machinery at fairly long 
intervals, say, three or four years. It would be unfair to charge 
the whole of the cost of the repairs and renewals to the period in 
which the repairs are effected, because the revenues of preceding 
years are benefited by the Wear and tear now made good. 

The recurrent expenditure sho;tld preferably be provided for 
by the creation of a Maintenance Reserve Account (or Repairs 
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and Renewals Reserve Account), a sum equal to one-third 
(where the repairs are necessary every three years) of the cost of 
such repairs and replacements being charged annually to Profit 
and Loss Account and credited to the Maintenance Reserve 
Account, to which the expenditure will be debited as and when 
incurred. 

The adoption of this method will equalise the charge over the 
periods, will enable the true profits to be shown in each period, 
and will stabilise the profit, so far as it is affected by this kind of 
fluctuation. As it is important that the necessary cash should be 
available at the time the repairs are effected, it is advisable that 
the profits thus set aside should be earmarked either by placing 
cash on deposit at the banl^ or by an investment in gilt-edged 
securities. 


ADJUSTMENTS FOR DEPRECIATION 

The main methods of adjusting the dc[)reciation charged on 
wasting assets are six in number, namely :— 

1. Fixed Instalment Method. 

2. Reducing Instalment Method. 

3. Depreciation Sinking Fund. 

4. Endowment Insurance Policy. 

5. Revaluation Method. 

6. Annuity Method. 

Other methods which are not so frc(iuently encountered 
are :— 

1. Depreciation Reserve Method. 

2. Depletion Unit Method. 

3. Efficiency Hour Method. 

The first two methods have been described and fully dealt 
with in Chapter IV, pages 93 to 98. 

Depreciation Sinking Fund. 

By this method the annual charge for depreciation, as ascer¬ 
tained from interest tables, is debited to the Profit and Loss 
Account, and credited to a “ Depreciation Sinking Fund Account.'' 
An equivalent amount is withdrawn from cash and invested in 
gilt-edged securities, the interest thereon as and when received 
being credited to the Fund Account and invested with the next 
instalment. 

Under this system, the asset remains at the original cost in 
the Balance Sheet, while the Depreciation Sinking Fund is shown 
as a liability and the Investment Account as an asset. At the 
end of the fife of the asset the investments are sold and the asset 
may be replaced out of the proceeds without any forced realisa¬ 
tion or disturbance of the other assets. 
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The old asset account is closed by a transfer from the Deprecia¬ 
tion Sinking Fund Account, and any small credit balance remaining 
in the latter account may be left to start a new sinking fund 
in respect of the new asset, any debit balance being written off to 
Profit and Loss Account. 


EXAMPLE. 

A five years* lease of premises is purchased for £4,333 and depreciation is 
provided for by means of a sinking fund of five annual instalments of £800 
which are invested at 4% compound interest. Show the relative ledger accounts 
duly entered up. 


Dr. 


LEASK ACCOUNT. 


Cr 


let year | To Cash 


£ a. d 
4,333 0 0 

5th year 

By Depreciation 
Sinking Fund . 









Dr. DEPRECIATION SINKING FUND ACCOUNT. Cr. 


■ 

- -- - - - 

1- 

—... 

— 


— 



— 




1 


£ 

8. 

d. 




£ 

8. 

d. 

vnd vear 

'Vo Balance , , 

old. 

1,032 

0 

0 

1st year 

By Profit and Loss 












Account 


SIX) 

0 

0 







2nd 

„ Casli (Intei 'st) 


32 

0 

0 








,, Profit and Loss 












Account 


800 

0 

0 




£1,032 

0 

0 




£1,032 

0 

0 

3rd year 

To Balance , 

c(d. 

2,497 

5 

7 

2nr! year 

By Balance. 

hid. 

1,032 

0 

0 







3rd „ 

„ Cash (Interest) 


05 

5 

7 







,, ,, 

„ Profit and I /Oss 












Account 


800 

0 

0 




£2,497 

5 

7 




£2,497 

6 

7 

4th year 

To Balance . 

cjd. 

3,397 

3 

5 

3rd year 

By .jalaiif^e. 

bjd. 

2,497 

6 

7 







4th „ 

Cash (Interest) 


99 

17 

10 







»i ». 

' „ Profit and Loss 












Account 


800 

0 

0 




£3,397 

3 

5 




£3,397 

3 

5 

5th year 

To Lease Account 


4,333 

0 

!, 

0 1 

i 

14L9 ynar 

By Balance 

bjd. 

3,397 

3 

6 


„ Balance . 

cjd. 


1 

3 

6th „ 

„ Cash (Interest) 


136 

17 

10 







»» », 

„ Profit and Loss 












Account 


800 

0 

0 





I 





£4,333 

J_ 

3 







6th year 

By Balance. 

bjd. 


1 

3 
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Dr, INVESTMENT ACCOUNT. Cr. 





£ 

s. 

d. 




£ 

8 . 

d. 

1st year 

I'o Cash 


800 

0 

0 

2nd year 

By Balance. 

c/d. 

1,632 

0 

0 

2nd „ 

„ „ {Interest 

and Instal¬ 
ment) 


832 

0 

0 










£1,632 

0 

0 




£1,632 

0 

0 

2nd year 

To Balance , 

bjd. 

l,G32 

0 

0 

3rd j'ear 

By Balance. 

c/d. 

2,497 

5 

7 

3rd „ 

„ Cash (Interest 








and Instal¬ 
ment) 


865 

6 

7 










£2,497 

6 

7 




£2,497 

5 

7 

3rd year 

To Balance . 

bid. 

2,497 

5 

7 

4th year 

By Balance. 

c/d. 

3,397 

3 

5 

4th „ 

„ Cash (Interest 










and Instal¬ 
ment) 


899 

17 

10 










£3,397 

3 

5 




£3,397 


5 

4th year 

« 

To Balance . 

bid. 

3,397 

3 

5 

Gth year 

By Balance. 

c/d. 

4,333 

\ 

3 

5th „ 

„ Cash (Interest 








and Instal¬ 
ment) 


935 

17 

10 










£4,333 

1 

3 




£4,333 

1 

3 

5th year 

To Balance. 

6/d. 

4,333 

1 

3 

6th year 

By Cash 


4,333 

1 

3 


Dr. NEW LEASE ACCOUNT. Cr. 





£ 8. d. 1 


1 

1 ! £ 8. d. 

6th year 1 

To Cash 


4,333 0 0 j 


1 

i i 

1 


Notks.~(1) 111 the foregoing example income tax is ignored, and it is assumed 
that the instalments and interest are invested at par; also that, at maturity, 
the investments are realised at par. In actual experience, however, it is found 
that the investments realise either more or less than the amounts originally 
invested, according to the nature of the investments selected and the state of 
the stock markets. 

(2) In practice, the last instalment and interest (£935 17s. lOd.) would not be 
invested, as the money is required for the purchase of the new lease on the date 
when this investment should be made. 

(3) The credit balance of Is. 3d. on Depreciation Fund Account arises through 
(i) the annual instalments of £800 being slightly in excess of the amounts actually 
required to bo invested in order to provide £4,333 in 6 years and (ii) calculations 
of interest being approximated to the nearest Id. This balance can be either 
transferred to Profit and Loss Account or it can be utilised to open the Dt^prccia- 
tion Fund Account in respect of the new lease. 

Endowment Insurance Policy. 

This method is similar in effect to that by which a Deprecia¬ 
tion Sinking Fund is raised, but instead of investing the amount 
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set aside each year in gilt-edged securities, the money is used 
in payment of the premium on a “ pure endowment '' policy 
which will mature at the end of the period, when the asset will 
have to he replaced. The annual charge, as represented by the 
premium, will bo greater than that under the Depreciation 
Sinking Fund method, because the insurance company will 
necessarily require to make a profit out of the transaction in 
addition to paying their own expenses. On the other hand, the 
full amount of the policy will be received at its maturity, and 
there is with this method no risk of loss on realisation of securities 
which sometimes occurs with the investment method. 

Assuming that an annual premium of £820 is required to assure 
the payment of £4,300 in five years’ time, the entries required 
annually will be :— 


JOURNAL. 


Doc. 3i Insurance ^olicy Account . . . Dr. 

To Oish. 

Being payment of premium. 

Dec. Profit and Loss Account . . . , l)r. 

To Lease Redemption Account 
i Being amount chargeable against profits 
for lease redemption. 


/>. Cr. 

I £ £ 

|! 820 

!! 820 


820 

; 820 


The Lease Redemption Account will appear as a liability 
and the Insurance Policy Account as an asset in successive 
balance sheets, whilst the Lease Account remains at its original 
cost. At the maturity of the policy, an adjusting entry will 
be required to raise the redemption and policy accounts to the 
full amount of the policy, as follows :— 


19.. 



£ 


Insurance Policy Account . . , Dr. 


200 


To Lease Redemption Account 




Being difference between total premiums paid 




and the amount receivable from insurance 
company. 

I 

i 



The ledger accounts will appear as follows :— 


L>r, LEASE ACCOUNT. Cr. 





£ 




£ 

Ist year 

To Cash 


4,300 

6th year 

By Ijoase Redemp¬ 








tion Account 


4,300 
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Dr. LEASE REDEMPTION ACCOUNT. Cr, 





£ 




£ 

6th year 

To Lease Account 


4,300 

let year 

By Profit and Loss 





Account 


820 





2nd „ 

>> ff 


820 





3rd „ 

tf ff ft 


820 





4th „ 

tr ff ft 


820 





6th „ 

tf ft ft 


820 






„ Insurance 








Policy 

Account 


200 




£4,300 




£4,300 









Dr. 

INSURANCE POLICY ACCOUNT. 

Cr. 




£ 




£ 

let year 

To Cash 


820 

6th year 

By Cash 


4,300 

2nd „ 



820 



3rd 



820 

• 




4th „ 



820 





6th „ 



820 





ff it 

„ Lease Redemp- 








tion Account 


200 








£4,300 




£4,300 










At the expiry of the lease, the Lease Account is closed by a 
transfer from the Redemption Account, and when the amount of 
the policy is received from the insurance company, Cash is debited 
and the Policy Account credited, the money thus being available 
for the renewal of the lease or for the purchase of a new one. 

In certain cases the Policy Account is debited with compound 
interest, the corresponding credit appearing in the Redemption 
Account. The policy then appears in the Balance Sheet as an 
investment accumulating at interest in the same way as in the 
sinking fund method previously described. 

An alternative method which is sometimes adopted is to 
maintain the Policy Account at its surrender value, i.e., the 
amount which the insurance company will pay in the event of 
the policy being cancelled. The insurance company will usually 
supply information as to the surrender value on request, and this 
amount is carried down as a debit balance on Policy Account, the 
difference between this figure and the premiums debited thereto 
being transferred to Redemption Account. 

Assuming that, as in the previous example, an annual premium 
of £820 is paid and that the surrender values for the first two 
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years were £100 and £800, the Policy and Redemption Accounts 
for these years will be :— 


Dr. 

INSURANCE POLICY ACCOUNT. _ 

Cr. 


i 

1 

i 

£ 




£ 

Ist year 

! To Cash 


820 

Ist year 

! By Lease Redemp- 




i 




tion Account 


720 


1 

1 



»» ♦» 

' „ Balance 

cjd 

100 


1 

! 


£820 




£820 

1 

2iid year ! To Balance. 

bid 

100 

2nd year 

By Lease Uedeni})- 




1 „ Cash 


820 


tion Account 


120 





»» »♦ 

„ Balance. 

cld 

800 


■ 


£920 




£920 

3rd year 

To Balance. 

hjd 

800 





Dt. 

LEASE UEDEMPnON ACCOUNT. 

Cr, 




£ 



£ 

ifit year 

To Insin anc 



Ist year 

By Profit and Loss 



Policy 




Account 

820 


Account 


720 




r» 


cld 

100 







£820 



£820 

2ud ) (“i.' 

To liirturanco 



2nd year 

By Balance 

hjd 

100 


Poh;v 




„ Profit and Loss 



Account 


120 


Account 

820 

») fp 

Balance. 

c/d 

800 







£920 



£920 





3rd year 

By Balance 

h'd 

800 


When the policy money is received, the book entries will be 
similar co those in the example on pages 230 and 231, except 
that the final transfer from Insurance Policy Account to Lease 
Redemption Account will necessarily be for a different sum. 

Revaluation Method. 

With certain assets, such as loose tools, farmers' live stock, 
cattle and horses, etc., depreciation cannot be estimated ac¬ 
curately by any fixed rule, and accordingly it is necessary to 
revalue the assets at the end of each trading period. Any loss 
ascertained is debited to Profit and Loss Account and credited 
to the respective asset accounts involved. 

Occasionally, the revaluation discloses an appreciation in 
value of an asset. When such appreciation is due to revenue 
expenditure, as, for example, in an engineering business where 
the loose tools are made by the employees in the ordinary course 
of their duties, the best method is to treat the loose tools in 
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the same manner as stock-in-trade. The commencing value is 
transferred to the debit of the Trading Account, while the closing 
value is entered to the credit of the same account; the contra 
entries appearing, in each instance, in the asset account; but 
where the appreciation is due to some cause other than revenue 
exi)enditure, e.g., a rise in the value of horses, the increase is 
of a capital nature. In such cases the appreciation disclosed 
should either be ignored, or be debited to the asset account and 
credited to a Capital Reserve Account, which is not available for 
transfer to Profit and Loss Account. 

The Annuity Method. 

By this method it is assumed that the capital sunk in the 
purchase of the asset might, if otherwise expended, have earned 
a certain rate of interest. Interest on the diminishing balance is 
accordingly debited to the account of the asset, and a fixed 
annual charge for depreciation is credited thereto ; the balance 
of the account being completely extinguished (or reduced to 
scrap value) at the end of the life of the asset. 

' EXAMPLE. 

A five years’ lease of premises co.sts £2,000 and it is dcidecd to charge 
depreciation by the annuity method, interest being calculated at 5% per annum. 
Show the Lease Account for the five years, assuming that the annual charge for 
depreciation amounts to £461 19s. Od. 


Dt, LEASE ACCOUNT. Cr. 




1 

i 

£ 

8. 

d. 



1 

£ 

8. 

d 

1st year 

To Cash 


2,000 

0 

0 

Ist year 

By Depreciation . 


461 

19 

0 

■> )» 

„ Interest at 5% 





„ ,, 

„ Balance 

c/d. 

1,638 

1 

n 


per annum . 


100 

0 

0 










£2,100 

0 

0 




£2,100 

0 

0 

2ik 1 year 

To Balance . 

b/d. 

1,638 

1 

0 

2ud year | 

By Depreciation . 

1 

461 

19 

0 

> M 

,, Interest at 5% 






,, Balance . 

: Cjd. 

1,258 

0 

tl 


per annum . 


81 

18 

0 




! 






£1,710 

19 

0 


! 


[£1,719 

19 

0 

3rd year 

To Balance . 

bid. 

1,258 

0 

0 

3rd year 

By Depreciation . 


461 

19 

0 


„ Interest at 5% 





♦» »» 

„ Balance . 

c.jd. 

I 858 

19 

0 


per annum . 


62 

18 

0 










£1,320 18 

1 - 

0 

■ 1 




£1.320 

18 

0 

4th year 

To Balance . 

bid. 

868 

19 

1 

0 

4th year 

By Depreciation . 


461 

19 

0 

»» »» 

„ Interest at 6% 






„ Balance. 

cjd. 

I 439 

19 

0 


per annum . 


42 

19 

0 










£901 

18 

0 




: £901 


0 

5th year 

To Balance . 

bid. 

439 

19 

0 

6th year 

By Depreciation . 


461 

19 

0 

tt 

„ Interest at 5% 












per annum . 


22 

0 

0 










£461 

19 

0 




£461 

19 

0 


H* 
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It will be observed that the annual charge for depreciation 
remains constant, while the interest, which is debited to the 
Asset Account and credited to Interest Account, gradually 
decreases as the value of the asset is reduced, thereby involving 
a gradually increasing net charge against revenue. At first 
glance, it would therefore appear that the annuity method of 
depreciation penalises the later years of the life of an asset, but 
this apparent effect is coiuiterbaJanced by the fact that the sums 
provided as depreciation and retained within the business are 
earning income. 

The annuity method is very suitable for long leases and for 
similar assets costing a considerable amount of money, and the 
working lives of which can be accurately calculated at the outset. 
The amoimt to be written off annually is calculated by means of 
depreciation tables. 

Depreciation Reserve Method. 

Under this method the assets are retained in the Balance 
Sheet at their original cost, all expenses for repairs and small 
renewals being charged in the usual way to the Profit and Loss 
Accou it for the year in which they occur. 

Bo^neci.'tioii is provided for by annual transfers from the 
Profit id Loss Account to the credit of a Depreciation Reserve 
A(?cv;ant, which may appear as a liability in the Balance Sheet. 
It is .KirisaMe, however, to show the asset net, by deducting the 
credit balance on the reserve account from the value of the asset 
in the Balance Sheet. A single Depreciation Reserve is some¬ 
times created against two or more classes of assets, but this 
method is not a satisfactory one, since it does not show how much 
depreciation has been written off each class of asset. 

When the worn-out or useless asset is replaced, the cost of 
replacement, less the realised scrap value of the old asset, is 
charged to the Depreciation Reserve Account, care being taken 
lo see that the value of the new asset is at least equal to the 
book value of the old asset. 

When the cost of replacing an asset is greater than that of the 
asset which has been replaced—e.g., when a three-ton lorry which 
cost £500 is replaced by a five-ton vehicle costing £660—there is, 
in effect, both an addition and a replacement. In such a case the 
entire cost of the new asset is frequently debited to the Deprecia¬ 
tion Reserve Account, the asset account remaining at the original 
figure, so that the increase in value forms a secret reserve ; it is, 
however, perfectly correct to debit the increase to the asset account, 
only the balance (i.e., cost of the old asset less the realised scrap 
value) being debited to the Depreciation Reserve Account. 

Depletion Unit Method. 

When any of the methods considered above are used, it is 
tacitly assumed that depreciation is suffered in proportion to 
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the number of years expired out of the total estimated life. This 
is not always the case and the depletion unit method, which is 
sometimes used in the case of assets of a wasting nature (e.g., 
mines, quarries, etc.), takes into account the estimated total 
contents of the asset. Under this method the price paid for every 
unit extracted is found (total cost divided by estimated total 
contents) and such amount written off the total cost of the asset 
at each accounting period, according to the number of units 
extracted during that period. 

EXAMPLE. 

A mine of an estimated total contents of 100,000 tons is bought outright for 
£10,000. Therefore the cost per ton is 2s. Od. If, during the first year, 7,000 tons 
are extracted, the amount to be written off as depreciation for that period is ;— 

7,000 X 2s. 0d.=£700. 

It will be appreciated that owing to the total contents of a mine being an 
estimated figure, when the mine is finally exhausted there may be a small balance 
remaining on the Mine Account. Such balance will have to be written off. If 
the Mine Account is written off prior to its being exhausted no such adjustment 
will Bo necessary. 

If the mine is acquired under a lease, the term of the lease must be taken 
into account, and the amount written off in any year must not be less than a 
proportionate amount of the cost of the lease. 

If the contents of the mine are regarded as possessing some of 
the qualities of stock-in-trade, the equity of this method may be 
appreciated more readily. 

The depletion unit method breaks down if it is not possible to 
obtain a reliable estimate of the contents of the mine when 
purchased (or leased). 

When providing for depreciation under this methc i it is 
necessary to bear in mind that it is not always profitable (as 
distinct from possible) to work a mine to exhaustion. The 
original estimate of contents should therefore be based on that 
proportion of the total contents that can reasonably be expected 
to prove profitable. Such an estimate may be extremely difficult 
to make, particularly where, as in the case of a gold mine, the 
possibility of profit is dependent on two variable quantities, i.e.— 

(а) The cost of recovering the metal (which varies accord¬ 

ing to the nature and richness of the deposits), and 

(б) The market price of the product. 

Efficiency Hour Method. 

This is computed on a similar basis to the depletion unit 
method, but has regard to the estimated total running hours of 
a machine during its lifetime as compared with the total contents 
of a mine. The system is used for computing the depreciation of 
machinery and plant by reference to the total number of hours 
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during which it has been in use during the period and is particu¬ 
larly useful in cases where considerable variations in working 
hours are experienced. 

With this method as with the depletion unit method there is 
a danger in slack periods, for idle plant depreciates then at some, 
even if a lower, rate, and there is a very real danger that the 
' method might lead to a most inadequate debit in certain years. 
On the other hand it has considerable advantages in connection 
with the preparation of cost accounts (see Chapter XVI.), in 
which it is essential that the charge for depreciation should 
represent the actual benefit obtained by the use of the machine. 


THE FUNCTION OF THE TRIAL BALANCE 

The first step in the preparation of the final accounts is the 
compilation of a Trial Balance, with a view to (a) proving the 
accuracy of the postings, and (6) providing in one statement 
a concise summary of the items which are to be included in 
the Trading Account, Profit and Loss Account and Balance 
Shoot. 

Dejit b'.lances shown in the Trial Balance represent either 
(a) ass‘ te:, or (o) losses and expenses ; the former being shown 
on the .ight-hand side of the Balance Sheet, while the latter are 
del’ited eit'ner to the Trading Account or to the Profit and JjOss 
Accon It. Similarly, the credit balances represent (a) liabilities 
and reserves, or (6) income and gains ; the former being entered 
on the. left-hand side, or (in certain cases) as deductions from 
items on the right-hand side, of the Balance Sheet, while the 
latter are ciedited either to the Trading Account or to the Profit 
and Loss Account. 

It is, of course, essential to distinguish carefully between 
balances which appear in the Trading and Profit and Loss Accounts 
and those which appear in the Balance Sheet, and the following 
rule should be applied. If any value remains in the business to 
represent a debit balance (e.g., the balance on Plant and 
Machinery Account), such balance will appear in the Balance 
Sheet, If not, it must be a loss or an expense to be written off ” 
by transfer to the Trading Account or Profit and Loss Account. 
With regard to credit balances, the question arises, “ Is the 
business under an obligation to refund the value to an outside 
party (including the proprietor) ? A negative answer indicates 
a gain or profit to be transferred to the credit side of the Trading 
Account or Profit and Loss Account. An affirmative answer 
indicates a liability to be shown in the Balance Sheet. 

The Detection of Errors disclosed by the Trial Balance. 

When the totals of the Trial X^alance disagree, it is obvious 
that an error or errors have occurred either in— 
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1. The postings to the ledger ; 

2. The additions in the subsidiary books or ledger ; 

3. The balances brought down in the ledger ; 

4. The extraction of the balances ; or 

5. The additions of the Trial Balance. 

The steps taken to locate the error will depend, to some extent, 
upon the amount of the difference, but the first step is to check 
the Trial Balance itself. 

If the difference is a round sum, e.g., .£10 or £1, it is likely to 
have arisen through an error in an addition. The casts of the 
Trial Balance, day books, cash book and ledger accounts should 
be checked in the order stated. Again, the error may have 
arisen through a badly-aligned figure which results in an incorrect 
addition. 

A debit included in the Trial Balance as a credit, or viceversay 
will naturally result in the totals disagreeing, and a search should 
be made for an error of this class. Where the error is exactly 
divisible by two, any amounts of half the error should be examined 
to ascertain whether the item has been placed in the wrong 
column. Similarly, any items of that amount in the subsidiary 
books or the ledger should be scrutinised to see whether they have 
been debited (or credited) twice in error. 

The amount of the difference should be thoughtfully considered 
to trace such an error as £17 10s. posted or carried forward as 
17s. lOd., when the Trial Balance would be WTong to the extent 
of £16 12s. 2d, In the same way, a difference of £38 Os. 9d. 
would probably be an item of £42 3s. entered as £4 2s. 3d. 

The Trial Balance should be compared with the previous one 
to trace an item (e.g., Petty Cash Book balance) omitted. 

The subsidiary books should be inspected to trace an unposted 
item (without a folio), and it should be seen that the totals of 
the daybooks, returns books, billhooks, etc., are j)ostcd to the 
private ledger. 

If it is possible to balance the ledgers separately, as will be 
explained in Chapter XI, this should be done ; otherwise the 
sales and purchases ledger balances should be checked, and after¬ 
wards the postings to the impersonal ledger and personal ledgers 
called over and ticked. 

The location of errors in balancing is sometimes a most 
difficult task, but it is always possible to find the difference in a 
Trial Balance, if sufficient time and trouble are expeTided. The 
labour, however, can often be greatly reduced if the person 
searching is well acquainted with the books and uses his intelli¬ 
gence at every stage. 
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When working exercises under examination conditions, students 
occasionally fail to make the totals of the Balance Sheet agree, 
but the adoption of methods similar to those outlined above will 
enable the examinee, working systematically and carefully, to 
discover and adjust the error. 

Questions in examinations frequently include a list of ledger 
balances, without indicating whether any particular item is a 
debit or a credit balance, from which the final accounts and 
Balance Sheet are to be prepared. In such a case it is advisable 
to ascertain that the figures do, in fact, balance before proceeding 
to prepare the Trading and Profit and Loss Accounts and Balance 
Sheet. Where the question does not call for the preparation of a 
Trial Balance, the list of balances may be quickly proved by 
“ bracketing ” the credits (these arc almost invariably fewer in 
number than the debits) and adding them up, and then adding 
u]> the entire list of balances and dividing by 2 ; the result obtained 
shmild, if the books balance, equal the total of the credit balances. 
Where, however, the balances are not listed in cohimnar form, it 
will be necessary to jot them down on a sheet of paper and the 
debits and credits will be set out in separate columns in the 
process. 

It M ”1 occasionally be found that the Trial Balance totals dis¬ 
agree by a very large sum—e.g., £25,000. If the debit total is 
greate- !hai. the credit, the difference is probably due to the 
omission of the Capital Account. Where the credit total is 
greater than the debit the difference may represent the amount 
of the goodwill, particularly if the accounts are those of a newly- 
acquired basiness. 

The examinee is warned, however, against blindly making 
additions to the Trial Balance ; only after the most careful in¬ 
vestigation has failed to disclose any error should an account be 
inserted in this marmer, and in all cases an explanation of what 
has been done, and the reasons therefor, shoidd be given in a 
footnote. 

A modern method of compiling a Trial Balance is that by 
which four columns are utilised, revenue items being inserted in 
the first pair of columns and Balance Sheet items included in 
the second pair. The balance of the first pair of columns should 
equal the contra balance shown on the second pair of columns, 
thereby proving the accuraey of the total balance. It will be 
found that this method will facilitate the preparation of the, final 
accounts. 

THE FUNCTION OF THE TRADING ACCOUNT 

The main function of the Trading Account is the ascertain¬ 
ment of the gross profit for the period, but, as will be explained 
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later, subsidiary functions are the affording of an approximate 
check on the gross profit, and opportunities for a comparison with 
the results attained in previous periods. Obviously, where the 
component items vary in successive accounts, it is impossible 
to make even an approximate comparison, and therefore, this 
account should be standardised, i.e., the same items should 
appear in similar form in the successive final accounts so that an 
effective comparison may be made of one trading period with 
another. The actual items in the trading accounts of different 
classes of undertaking will necessarily vary according to the nature 
of the nominal accounts in the respective businesses ; for example. 
Customs Duty, Licences, and Freight and Insurance on inward 
shipments of raw materials will bo essential items of the trading 
accoimt of a cigarette manufacturer, but these particular items 
would not appear in the trading account of a colliery. 

The following is the usual method of preparing the Trading 
Account. On the debit side are placed :— 

, 1. Stock at commencement of period. 

2. Purchases during period (less returns outwards). 

3. All furchasing and manufacturing expenses, such as 

productive wages, carriage inwards, and other items 
which vary directly with the turnover. 

The account is credited with— 

1. Sales during the period (less returns inwards). 

2. Stock at end of period. 

The balance then remaining on the account will be the gross 
profit or loss as the case may be, which will be carried to the 
Profit and Loss Account. 

THE FUNCTION OF THE PROFIT AND LOSS ACCOUNT 

The main function of the Profit and Loss Account is to 
ascertain the net profit resulting from the trading operations of 
the period, and, with a partnership firm, to show the distribution 
of that profit among the partners in accordance with the terms 
of the partnership agreement. 

This account is debited with the gross loss (if any) from the 
Trading Account, and -with the selling, establishment, and distribu¬ 
tion expenses for the period, and is credited with the gross profit 
(if any) from the Trading Account and with any miscellaneous 
gains made, such as interest and discounts received. 

Examination questions sometimes require the preparation of 
Profit and Loss Accoimt and Balance Sheet only, the Trial Balance 
having been prepared, in such cases, after the Trading Account 
has been completed. It wUl then be found that the gross profit 
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or loss appears as one of the balances and is entered to the credit 
or the debit of the Profit and Loss Account, as the case may be. 
The stock which appears in the Trial Balance in such cases is the 
closing stock, which, being a ledger account balance and not an 
adjustment, requires entering once only in the final accounts, 
viz., in the Balance Sheet. The opening stock no longer appears, 
having already been debited to Trading Account prior to the 
extraction of the Trial Balance. 

It is of the utmost importance to know the amount of expendi¬ 
ture on each of the various services required to earn the gross 
profit, what proportions they bear to each other and to the gross 
profit, and how they compare with similar items of previous 
periods. In this connection, the Profit and Loss Account cannot 
be standardised to the same extent as the Trading Account, 
owing to the fact that more variations occur, but much useful 
information can nevertheless be obtained. 

Where the nominal accounts are suitably subdivided, their 
relative importance can be adequately realised, and excessive 
expenditure in an;' direction can be localised, enabling the trader 
to tak^^ steps to remedy it in future years. 

With partnership firms, the distribution of the net profits 
among tae partners is best shown in a continuation of the Profit 
and Loss Account—the Profit and Loss Appropriation Account— 
as ino'caird in the example on page 244. 


THE FUNCTION OF THE BALANCE SHEET 

The ijiain function of the Balance Sheet is the presentation 
of a concise summary of the liabilities and assets in a well- 
arranged intelligible form, so that the financial position of the 
trader, firm, or company on the date of the statement may be 
clearly ascertained. 

It was suggested in Chapter IV that the assets are best 
arranged in order of their permanence, and for this purpose they 
may conveniently be classified into four groups, viz. :— 

1. Fixed Assets, such as Land and Buildings, Plant and 

Machinery, etc. Those fixed assets which, by their 
nature, are consumed in the service of the business 
by effluxion of time (e.g., leases), or by wear and tear 
(e.g., machinery), or by consumption (e.g., mines), 
are known as Wasting As^sels. 

2. Floating Assets, such as Stock-in-trade, Book Debts, 

etc. 

3. Liquid Assets (a sub-division of (2)), such as Invest¬ 

ments and Cash, which are readily realisable and 
available. 
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4. Fictitious Assets, e.g., a debit balance on Profit and 
Loss Account, Preliminary Expenses, and any 
other debit items that do not possess any realisable 
value. 

The best method of arranging the liabilities in the case of a 
sole trader or of a partnership is the order in which they rank 
for payment, as indicated below ; the usual grouping in the 
case of a limited company will be dealt with in a later chapter. 

1. Trade Creditors. 

2. Creditors for Expenses. 

3. Loans (if any). 

4. Partners^ Current Accounts. 

5. Partners' Capital Accounts. 

In the event of any debit balances accruing on either the 
partners' current or capital accounts, they will be separately 
shown as the last items on the assets side of the Balance Sheet. 

The correct grouping of the assets and liabilities is most 
etfectiye in that it shows the relative importance of the several 
items, and indicates— 

(а) whether too much capital is locked up in the fixed 

assets ; and 

(б) whether the floating and liquid assets are sufficient 

to meet the current liabilities, and whether they exist 
in properly balanced proportions to facilitate future 
trading. 

Contingent Liabilities are transactions, the result of which is 
not yet known, and which may or may not involve the payment 
of money at some future date ; as, for example, in the case 
of bills receivable discounted, some of these may not have been 
met at the date of a Balance Sheet. If the acceptor of one of 
these bills fails to meet it at the due date, the holder will have a 
right of recourse against the drawer or any prior indorser, and 
there is, therefore, a contingent liability on the drawer or any 
indorser for the amount of the bill. 

A note of this liability should therefore be made on the 
Balance Sheet of the drawer or indorser as follows :— 

“ There is a contingent Liability in respect of Bills Receiv¬ 
able under discount amounting to £— 

Additional examples are law costs and possible damages in 
a pending action ; also, where shares are issued and only a part 
of the nominal amount thei eof is called up, there is a contingent 
liability on the shareholder to pay the uncalled amount if and 
when called upon to do so. Where partly paid shares are held 
as investments, therefore, they should be stated in the holder's 
balance sheet to be only partly paid up in such a way that the 
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amount unpaid is apparent, e.g., “ 200 shares of £1 each in Blank 
Co., Ltd., 10s. paid up.'" From this it is clear that there is a 
contingent liability to the extent of 10s. on each share. 

Percentage Trading and Profit and Loss Accounts. 

The use of percentages in the final accounts affords great 
advantages to a trader inasmuch as the true relative value and 
importance of each item can be readily seen and appreciated. 
There are several methods of using percentages for this purpose, 
the principal being :— 

1. The percentage which each item of expense, etc., bears 

to the turnover. 

2. The percentage which each item bears to the cost price. 

3. The percentage which each item bears to the gross 

profit. 

The first method, which takes the total net sales as the basis 
for the calculations, is usually the most convenient and useful 
system, and will be found to be the one most commonly adopted 
in practice. The percentage is obtained by multiplying each 
item by 100 and dividing the resulting figure by the total net sales. 

EXAMPLE. 

Frfi: the foHowing information prepare a Trading Account showing the 
|)eiceut.^ge which each item of expense bears to the turnover:— 


Svoek beginning of year.10,000 

Purchases. 45,200 

Purchases Returns.200 

Wages.6,000 

Sales. 66,000 

Sales Returns.1,000 

Stock at end of year.12,000 

TRADING ACCOUNT. 

Dr, For the Year ended 31st December, 19.. Cr. 


TRADING ACCOUNT. 

Dr, For the Year ended 3Ist December, 19.. Cr. 



To Commencing 
Stock . 

Add Net Pur¬ 
chases . 

0/ 

/o 

1 

£ 

10,000 

45,000 


By Sales, hse Re- 
t'lms 

% 

100-00 

2 

66,000 


Dedwt Closing 
Stock . 


66,000 

12,000 





! 

1 

„ Materials used i 
„ Wages . 

„ Balance, being 
Gross Profit . 

66-15 

9-23 

24-62 

43,000 1 

6,000 ' 

1 

16,000 { 





! 100-00 

£65,000 ; 


100-00 

£66,000 




j 



- 


It will be observed that the percentage for materials is based on the cost of the 
goods tL8ed, this being of greater significant^ than the percentages to sales of the 
not purchases and the opening and closing stocks. 
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The following is a complete example of Percentage ” Trading 
and Profit and Loss Accounts, compiled from particulars given 
in a Trial Balance. 


EXAMPLE. 

The Trial Balance as set out below is extracted from the books of a firm 
A and B selling manufactured goods. You are required to draft from it a 
Balance Sheet and IVading and Profit and Loss Accounts, showing the percentage 
of each revenue item to the turnover. The period covered by the transactions 
is for the twelve montlis ended 30th June, 19.. 


Capital Account A .. . 

Capital Account B . . . 

Drawing Accomit A . 

•Drawing Account B . 

Purchases .... 

Sales. 

Discounts. 

Investments in Shares 

Salaries. 

Rent—Office ... 

Rent—Warehouse 
Insurances, Fire, etc. . 

Insurances on Purchases 
General Exj^nses 
lYavelling Expenses . 

Stock at commencement of period 

Freight. 

Cash at Bank .... 
Cash in hand 
Furniture and Fixt’’rea 
Sundry Debtors 
Sundry Crediton 

Lighting. 

Rates, etc. .... 
Bank Charge's .... 
Boxes and Packing Materials 
Wages. 


Dr. 

Cr. 

£ 

£ 


3,500 


3,500 

1,800 


1,800 


47,000 

58,000 

1,198 

1,599 

3,198 


766 


250 


180 


106 


753 


326 


1,664 


4,730 


295 


533 


8 


315 


4,700 

4,962 

21 


109 


7 


269 


1,533 


£71,561 

£71,561^ 


The Stock at end of the period was £3,020. 
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TRADING AND PROFIT AND LOSS ACCOUNTS. 
Dr , For thr Year knded 30th Jfnr, 19... 



% 

£ 

()/ 

o 

£ 

To Commencing Stock 

4,730 : By Sales .... 

100 

58,000 

Add Purchases 


47,000 





51,730 1 



Le^^s Closing Stock 


3,020 : 



„ Materials used 

83-98 

48,710 ' 



„ Wages .... 

2-64 

1,533 , 



„ Freight* 


295 ' 



,, Insurance on Purchases . 

1-30 

7.53 i; 



„ Gross Profit c/d. 

11-57 

0,709 ;■ 




100-00 

£58,000 1 

100 

£58,000 

To Salaries . 

1-32 

7(i() Bv Gros.s Profit hhl. 

11 -57 

6,709 

„ Rent .... 

•74 

430 „ Discounts Received 

2-75 

1,599 

,, Rates, etc. 

•19 

109 1 



„ Fire Insurance, etc.. 

•18 

100 ; 



„ (xenerai Expenses . 

•5(> 

326 ! 



,, Disc our ts Allowed . 

1 2-07 

i 1,198 : 



„ Tr.*, vein tig Expenses 

i 2-87 

L()64 



,, Boxe.-;, etc. 

1 •4() 

269 



„ Ligiiting 

-04 

21 



„ Bank Charges. 

•01 

7 



„ Net Profit c/th 

1 5-88 

3,412 




i M-.32 

1:8.308 

U-32 

1 

£8,308 

To Divish'P of Floatsf— 


By Net Profit hjd 


3,412 

A . . £L70(j 

B i,70() 







.3,412 





£.3,412 ' 


£3,412 


• Frei'.'ht is assumed to represent inwards. Jf the freight is upon goods 

sold, the item should bo inoluded in the Prc.f*^t^and Loss Aeeount. 

f As the proportion in which profits are Si.-ared ivS not stated, it is assumed that 
they are divided ecjually ))etwoen the partners, in < Vonhuicc with Section 24, Partner¬ 
ship Act, 1890 (see [tage 1(58), ^ 


BALANCE SHEET. 
As AT .3()th ^Iune, 19... 


lAabilities. 

; i 

Apse’s, 




£ ' f 


£ 

£ 

Sundry Creditors . 

4,962 

Furniture and Fittil^s . 


315 

Capital Accounts-- 


InvestnienM. . \ • 


3,198 

A . 

:L500 

Stock . . . 4 • 


.3.020 

B . 


Sundry Debtors . 


4,700 


”— (3ashatBank . \ 

533 




Cosh in hand . . \ 

S 






541 


; 1 

Current Accounts— 

I 




A —Drawings 

1,800 




Less Share of Profits 

1,706 



; 

B —Drawings 

1,800 

94 


1 

Less Share of Profits 

1,706 





' - 

94 

' 

i £11.962 



£1L962 


Note, —It will be observed that, in this example, the partners’ dra’zings are greater 
than the profits realised. Where the partners’ capitals are “ fixed,” the amounts to the 
debit of their current accounts should preferably be refunded to H e firm, although 
other arrangements may, of course, be made, by agreement betwoea the partners. 
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Gomps^rative Trading and Profit and Loss Accounts. 

One of the greatest advantages to be derived from the keeping 
of proper accounts is the comparison that can be made between 
the figures relating to successive trading periods. This is best 
accomplished by setting out the accounts in columnar form 
showing the figures and percentages for two or more periods 
side by side. While “ percentage accounts for a single year 
yield useful information, the accounts of two or more periods 
arranged comparatively in columnar form intensify this utility, 
and the relative importance of each item is apparent at a 
glance. In order that the percentage comparisons may prove of 
real value the accounts mtisi be prepared on a uniform basis. 

An example, showing the figures for two years for the Balance 
Sheet and Trading and Profit and Loss Accounts is given on 
page 246. From an examination of the figures shown in the 
Trading Account it is seen that there has been an increase in 
the turnover, but the j)ercentages indicate that the cost price 
of the materials has fluctuated only slightly ; the standard rate 
of gross profit has not only been maintained but has increased. 

In the Profit and Loss Account, the fixed charges for Rent, 
etc., and Insurance show a decrease in the percentage rate owing 
to the amounts being distributed over a larger turnover. The 
depreciation charge also shows a lower percentage, both because 
of the increased turnover and by reason of the fact that the 
reducing instalment system of writing off depreciation has been 
adopted. Advertising shows an increase both in amount and 
percentage rate, but it sometimes occurs that the full benefit 
of advertising expenditure is not realised until later years. 

Travelling Expenses show an increase in amount but a decrease 
in percentage, while Sundry Expenses and Discounts have 
increased both in amount and in percentage. Variations of this 
nature indicate the desirability of investigation in respect of 
both the correctness of the amounts charged and the cause of the 
variations. The remaining items call for httle or no comment, 
but a careful study of this example w ill demonstrate the utility 
of accounts prepared in such a manner. 

In general, however, percentages in the Profit and Loss 
Account are not of as great importance as percentages in the 
Trading Account, since many Profit and Loss Account items, 
such as rent, are “ fixed (i.e., they do not move in accordance 
with turnover), and a change in their percentage as between one 
year and the next may simply be a reflection of a change in the 
turnover upon which the percentage is based. 

Another form of comparative final accounts is used when 
different persons are interested in the accounts for portions of 
the trading period. In such cases the columnar form may again 
be used advantageously. An example of this type of comparative 
columnar account is given on page 248, the apportionment being 
necessary as a result of the admission of a new partner. 
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Dr. COMPARATIVE TRADING AND PROFIT AND LOSS ACCOUNTS. Ur. 



Year ended.. 
(Prenous year.) j 

Year ended 
3l8tDec. 19... i 

% £ ' 
48-89 22,000 , 

33-44 14,600 

1-38 620 

17-29 , 7,780 

By Sales . 

Year ended.. 
(Previoui year.) 

Year ended 

31st Deo. 19... 

To Materials used 
„ Wages. 

Goal and Coke 
„ Qross Profit eld. , 

% 

48-«8 

32-90 

1-32 

17-10 

£ 

18,500 i 
12,600 i 
600 ! 
6,600 , 

% & 
100-00 1 38,000 

1 

100-00 ! 46,000 

i 


100-00 

£38,000 1 

100-00 

£46,000 


i 100-00 £38,000 

100-00 ’ £46,000 

To Bent, Bates, and 

i 


1 



j 


Taxes 

•92 ! 

360 , 

•78; 

350 ; 

By Qi-oss Profit 6/d. . 

I 17-10 6,500 

17-29 , 7,780 

„ Insoranoe . 

•24 

90 : 

•20 ! 

90 1 

„ Discounts llecelred 

1 1-25 476 

1-29 680 

„ Salaries 

2-89 : 

1,100 

2-89 j 

1,300 1 


1 1 


„ Adrertising, etc. . 

•68 

260 ' 

•80 ' 

360 




Stationery . 

•32 ; 

120 

•31 1 

140 



1 

„ Trarelling Expenses 







! i 

and Commi^on. 

1-91 

726 

1-88 

846 , 


1 


,, Sundry Expenses . i 

-59 

226 

•62 

280 i! 

i 

1 

,, Bad Debts . . | 

•79 

300 , 

•72 ! 

326 1 


1 : 

„ Disoounts MIowetl j 

2-58 

980 

2-71 

1,220 , 



1 

„ Interest on Capital ; 

2-6J 

1,000 

•2-22 , 

1,000 



' 

„ Depreciation. . ; 

4-13 , 

1,570 : 

3-18- 

1,429 



1 

„ Net Protit c/d. . | 

•67 

255 . 

2-27 ' 

1,021 


' 



18-35 

£b,975 

18-58 

£8,360 


! 18-.35 £6,975 

1 18-58 i £8,360 

To Partner^' OUi rcrt ji 


r 

; 


! By Net Profit 6/d. . 

255 

i 1,021 

Aooooate— ‘ 








A . 


lis . 


510 



j 

B . . ' 


127 ' 


611 




,j 



£1,021 

! 

__£256 

i £1,021^ 








, 


COMPARATIVE BALANCE SHEET OP A AND B, 



3l8t 



i 

31st 




Dec, 

31st Dec. 19... 


Dec, 

SlstDeo. 19... 


19.. ,• 



j 

19.. • 



LiabUUies. 




1 Assets. 





£ 

£ 

£ 


£ 

£ 

£ 

Sundry Orei liters . 

IH^UOO 


21,600 

Land and Buildings 


5,700 


Capital Aocountfr— 




Less Depreciation @ 




A ... 

S,000 

8,000 


6% p.a. . 


285 


B ... . 

12,000 

12,0001 


u,7tJ0 


6,416 



1 20,000 

1 Plant and Machinery 


6,760 


Current Accounts— 




j Less Depreciation @ 




A—Balance 


1,100 

10% p.a. 


676 


Interest on Capital 


400 



0,750 


6,076 

Share of Profits for 




I Patents 


4,600 


Year 


610 


1 Leu Depredation @ 








1 10% p.a. 

i 

460 




2-010 


i 

1 4,500 


4,050 

Less Drawings. j 


860 


I Mttings and Fixtures 

i 

380 



1,100' 


1,160 

1 Less Depreciation % 

1 



B—Balance 


1,080 


67. P.». 


19 


Interest on Capital 


600 



5S0 


361 

Share of Profits 


611 


Stock-in-trade 

9,000 


9,600 





1 Sundry Debtors . 

u,m 


14,626 



2,191 


Gash at Bank and in hand 

3,550 


4,076 

Less Drawings. 


860 







t,0S0 

• 

1,341 






U1,08O * 


£44,101 


UUOSO 


£4yqi 

! 









Prerlou*'. year. 
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EXAMPLE. 

A and B are partners in a retail business, sharing profits equally. On Ist 
September 19.. they take C into partnership on the terms that he is to receive 
one-fifth of the profit and a salary of £160 per annum. Interest on the partners’ 
Capital Accounts is to be allowed at 6% per annum. Stock was not taken at 
the date of CPs entry into the firm, but it was agreed that, for the purpose of 
ascertaining CPs share, gross profits should be apportioned on the b^is of net 
sales. The following are the lYial Balances extracted from the books of the 
firm at Slst August 19.. and Slst December 19.. respectively. 



3lBt August 19. . 


i 

j 

3Ist December 19. 




Dr. 

Cr. 



Dr. 


Cr. 




£ 

8. 

d. £ B 


d. 1 

£ 

9. 

d. 

£ B 

. 

d. 

Capital Accounts — 





1 







A . . . . 



3,000 

0 

Oi 




4,000 

0 

0 

B . . . . 



! 2,000 

0 

Oi 




3,000 

0 

0 

G ... . 

Drawing Accounts — 



i 


j 

1 

oi 




760 

0 

0 

A . • . 



i 60 

0 

126 

0 

0, 



B ... . 

76 

0 

0 


1 

150 

0 

(i 




G ... . 



; 


1 

75 

0 

0 




Goodwill . 



1 


i 

2,000 

0 

0 




Stock, Ist January 

6,078 

10 

4 


1 

6,078 

10 

4 




Purchases . 

6,596 

2 

9 


i 

10,673 

0 

9 




„ Returns 



49 

5 

9i 




62 

12 

6 

Sales .... 



8,179 

17 

L 




13,122 

9 

7 

„ Returns . 

43 

1 

3 


1 

123 

9 

2 




Salaries 

435 

0 

0 


1 

620 

0 

0 




Rent and Rates . 

450 

11 

0 


I 

767 

9 

9 




OflBce Expenses . 

! 47 

15 

9 


i 

78 

1 

4 




Sundry Debtors . 

1 491 

11 

I 



616 

2 

1 




„ Creditors 



1,151 

2 

2‘ 




742 

8 

7 

Cash at Bank 

207 

8 

3 



468 

14 

2 




Cash in hand 

5 

4 

7 


i 

i 

12 

3 

1 




£14,430 

5 

0 £14,430 

5 

0 £21,677 

10 

8 £21,677 

10 

8 


You are required to prepare separate Profit and Loss Accounts for the eight 
months ended 31st August, and for the four months ended 3Ist December, and 
a Balance Sheet as on the latter date. 

The Stock on 31st December was £6,461 2s. Id. No entries had been put 
through the books in connection with Cs salary. 

All apportionments necessary are to be made in months. 






COMPARATIVE FINAL ACCOUNTS OD Adm!$5lon of Partner). 

TRADING AND PROFIT AND ROSf> ACCOUNTS. 

For the Year .tl3T Dtor 19.. 
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•o . 
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A, B AMD C. 

BALANCE SHEET as at 318t Deobmbeb, 19.. 


Liabilities, 

£ 

8. 

d. 

£ 

8. 

d. 

Assets, 

£ 

8. 

d. 

£ 

B. 

d 

Sundry Creditors . 




742 

8 

7 

Goodwill 




2,000 

0 

0 

Current Accounts— 







Stock on hand 




6,401 

2 

1 

A . . . 

493 

1 

1 




Sundry Debtors . 




610 

2 

1 

B . . . 

418 

1 

1 




Cash at Bank 

408 

14 

2 




(7 . . . 

64 

10 

8 

0G5 

12 

10 

j Cash In hand 

12 

3 

1 

480 

17 











Capital Accounts— 














A . . . 

4,000 

0 

0 











B . . , 

3,000 

0 

0 




1 







G . . . ! 

1 

750 

0 

0 

7,760 

0 

0 

i 

1 











! 











£9,468 

1 

6 

i 




£9,458 

1 

6 








i_ 





Great care needs to be exercised in the use of comparative 
accounts, for it is easy to come to wrong conclusions. In particular^ 
note the importance of selecting the right items for comparison. 
Thus, the percentages which purchases and opening and closing 
stocks bear to sales are meaningless, if not dangerously mis¬ 
leading ; on the other hand, the percentage which materials 
consumed (i.e., the net figure of purchases, as adjusted in respect 
of stocks) bears to sales is of vital importance. 

An increase in the financial figure for sales does not necessarily 
imply an increase in the volume of sales, for selling prices may have 
risen. Conversely, a decrease in the sterling figure for sales does 
not necessarily imply a decrease in the volume of sales, for selling 
prices may have fallen. 

Some percentages may move directly, and others inversely 
as a result of changing conditions of production, or different 
business policies (e.g., a change from hand to machine manu¬ 
facture of certain goods would result in an increase in the per¬ 
centage of Power and of Depreciation of Machinery and a 
reduction in the percentage of Wages). 

An indication of the causes which might lead to a fluctuation 
in percentages may be obtained from a study of the following 
which, although by no means exhaustive, represents a fair 
selection of the probable causes of an increase in the percentage 
of gross profit. It should also be mentioned that those causes 
are not mutually exclusive but may quite well operate together. 

(1) Understatement in value and/or quantity of the 

opening stock, or, conversely, overstatement of the 
closing stock. 

(2) Suppression of purchase invoices or lower buying 

prices. 
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(3) Purchase of factory premises and elimination of charge 

for rent. 

(4) Reduction in wages or better work. 

(5) Inflation by inclusion of fictitious sales. 

Manufacturing Accounts. 

The term “ Manufacturing Accountis sometimes used as 
being synonymous with a Trading Account, and a manufacturer's 
Trading Account is often thus described. This usage of the 
term, however, is not strictly correct. A manufacturing account 
proper, which may also be described as a “ Production Account," 
should show the cost of producing the goods dealt in by the 
manufacturer. The Trading Account will then deal solely with 
the sale of goods, and will be debited with the “ cost of pro¬ 
duction " of the goods instead of with the total purchases for the 
period, as is usual in traders' accounts. 

Manufacturing Accounts are generally used by large manu¬ 
facturing concerns, and in such cases it is a common practice 
to charge factory rent, depreciation and repairs of plant, etc., 
to such accounts, while warehouse rent and warehouse wages are 
charged m the Trading Account, as shown in the following 
example. 

Dr. MANUFACTURING ACCOUNT. Cr. 


For THiB Year ended 31st December, 19.. 


£ 

£ II 

£ 

To Materials ( -nsumed:— i 

By Balance, being Cost of Pro- 


Stock Ist Jan. 2,460 

duction transferred to 

1 

Purchases . 9,500 

Trading Account . . j 

16,570 

11,960 I 



Less Stock, Slat Dec. 2,600 




9,360 I 


„ Carriage Inwards . . i 

350 ij 


„ Factory Rent . . . ! 

200 1 


„ Fact ry Wages . . ! 

6,400 ' ! 


„ Fuel, Electric Light, and 



Tower . . . , ; 

260 ! 


i 

£16,570 

£16,570 


I' 


TRADING ACCOUNT. 


Dr. For the Year ended SIst December, 19.. 

Cr, 


i 

£ i, 

£ 

To Stock of Manufactured 

! By Sales 

22,500 

Goods on Ist January . 

5,600 ! „ Stock of Manufactured 


„ Cost of Goods made during 

Goods on 3Ist December 

6,100 

year .... 

36,570 !• 


„ Warehouse Rent 

400 1 


„ Warehouse Wages 

1,800 i 


„ Balance, l)eing Gross Profit 

3,230 i 



£27,600 i 

.1 1 

£27,600 
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Some concerns use a Manufacturing Account to ascertain the 
Gross Profit on Manufacture^ the Trading Account disclosing the 
Gross Profit on I'rading, The market price of the manufactured 
goods is credited to Manufacturing Account and debited to Trad¬ 
ing Accoimt; the credit balance on Manufacturing Account then 
represents the Gross Profit earned in manufacturing the goods. 
(Conversely, a debit balance on Manufacturing Account will in¬ 
dicate a loss on manufacturing the goods.) This profit should be 
added to, (or if a loss, deducted from), the Gross Profit on 
trading, in the Profit and Loss Account. An example is given 
on page 262 . 

Considerable variations occur in the requirements of examina¬ 
tion questions with regard to the preparation of Manufacturing, 
Trading and Profit and Loss Accounts. The nature of the business 
carried on may provide a clue to the method of setting out the 
final accounts, and any information given in the question should 
be read carefully in conjunction with the wording of the examiner’s 
requirements. Thus, although a question may call for the 
preparation of Manufacturing Account and Profit and Loss 
Account, sufficient information may be given to enable a Trading 
Account to be prepared in addition (e.g., separate figures may be 
supplied for Stocks of Raw Materials, Work-in-Progress, and 
Stocks of Finished Goods) ; if so, such an account should be 
submitted. Again, a Manufacturing Account may be called 
for in circumstances in which, owing to the limited amount of 
information given in the question, only a combined Manufacturing 
and Trading Account can be prepared, and sub-division between 
the two accounts may therefore be impossible. 

The nature of the business should also be borne in mind in 
considering where to charge certain items. Thus, in the case of a 
manufacturing concern most authorities are in agreement that 
depreciation of plant and machinery should be debited to Manu¬ 
facturing Account as part of the cost of production; but where 
only Trading Account and Profit and Loss Account are to be 
prepared, depreciation is often charged to Profit and Loss 
Account, although many authorities prefer to charge it to Trading 
Account. Where alternative treatments exist it is usually 
advisable to add a footnote to the answer to an examination 
question, pointing out the alternative treatment to that which 
has been followed. 
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EXAMPLE. 


MANUFACTURINU, TRADING AND PROFIT AND LOSS ACCOUNTS. 

Dr. For thb Year ended 3Lst December, 19.. (>. 


To Stock of Raw Materials, 

Ist Jan. 19.. 

„ Purcliases 

£ 

3,000 

23,000 

By Cost of Goods Manufactured 
c/d . 

£ 

66,000 

Ijess Stock of Raw Materials, 
3l8t Deo. 19.. 

26,000 

1,000 

. 


„ Wages .... 

„ Factory ExjMinscs 
„ Work in Progress¬ 
ist Jan. 19.. £7,000 

Less Work in Progress 

—aistDec. 19.. 2,000 

26,000 

15,000 

10,000 

5,000 

i 






£55,000 

! 

£65,000 

To Cost of Ooiwls Manufactured 

hid . 

„ Gros? Proiit on Manufacture 
transferred to Protit and 
and Loss Account 

55,000 

10,000 

j By Market Value of Goods 
i Manufactured cjd. . 

65,000 


£05,000 


£65,000 

To Stock of Finished Goods, 
IbtJan. 19.. 

„ Market Value of Goods 
Manufactured bid. 

12,000 

6i".,000 

By Sales .... 

i 

75,000 

Less Stock of Finished Goods, 
SlstDcc. 19.. 

77,000 

17,000 

i 

j 


„ Gross Profit on Trading rjd. 

60,000 

15,000 




£75,000 

. 1 

£76,000 

To Salaries .... 

„ Rent and PviUes 
,. General Expenses 
„ Carriage Outward.s 
„ Travellers’ Commissions 

2,000 

1,300 

10,000 

400 

3,000 

1 By Gross Profit on Trading hjd. 

1 „ Gross Profit on Manufac* 
i ture b/d. 

1 „ Discounts 

i 

1 

15,000 

10,000 

700 

„ Net Profit 

16,700 

9,000 



1 


i 

1 

£25,700 


Charges in Lieu of Rent 

Where a business concern is the owner-occupier of its premises 
and consequently does not pay any rent, it is frequently found that 
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in order to show the correct cost of manufacture, gross profit or 
loss, and net profit or loss, a debit entry in lieu of rent is shown 
in the financial accounts of the business. Usually the debit 
entry is equivalent to the amount of the assessment on the 
premises for taxation or rating purposes. 

The debit entry is normally shown either in the Manufacturing 
or Trading Account and is offset by a corresponding credit, 
shown separately, either in— 

(i) the Profit and Loss Account; or 

(ii) the Profit and Loss Approi)riation Account ; or 

(iii) (in the case of a sole trader) the Capital Account. 

The main object of these entries is to enable more accurate 
percentage calculations to be made in order to guide the owners 
of the business in determining the sej)arate results of manufacture 
or trading, as distinct from the combined results of their trading 
and general financial policy (e.g., the benefits resulting froul the 

purchase of their own premises). 

* 

Subsidiary Trading or Working Accounts. 

In addition to the trading accounts compiled to ascertain 
the gross profit on goods sold, subsidiary trading accounts are 
sometimes raised for “ side lines to ascertain the profit realised 
(or loss sustained) on these extraneous ventures. The balance of 
each of these subsidiary accounts is debited or credited, as the 
case may be, to the Profit and Loss Account. An example of this 
class of account is the Directors' Fees " Account of a firm of 
accountants shown on page 185. 

In a similar manner, a ‘‘ Working Account " is occasionally 
constructed to show the cost of working some particular 
department of the business. The relative expenses incurred are 
debited to the Working Account, which is credited (on an agreed 
basis) with the estimated value of the work performed. 

EXAMPLE. 

A firm of merchants incurs heavy charges for cold storage on imported goods, 
such charges being debited to Cold Storage Charges Account. They convert a 
portion of their own premises into a cold store. A record is kept of goods stored 
and of the period of storage, and rentals “ earned (calculated on the basis of 
charges by independent cold stores) are ascertained therefrom to amount to 
£3,3CK) for the year 19.. 

Expenses in connection with the cold storage for the year are :— 


Wages .......... 650 

Power .. 870 

Repairs.126 

General Expenses ........ 146 


Depreciation: Gas Engine, eto., 10% on cost, £1,780; other capital 
expenditure, 20% on cost, £2,400. 

Show the Cold Store Working Account for the year ended Slst December, 
together with the relative journal entries. 
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JOURNAL. 


Cr, 

£ 


650 

870 

126 

178 

480 

146 


3,300 


850 


3,300 


COLD STORE WORKING ACCOUNT. 

Dr. For thb Year ended 31st December 19.. Or , 


To Wages 
„ Power 
„ Repairs 
„ Depreciation— 

Gas Engine 
Other Capital Ex¬ 
penditure 

„ General Expenses 
„ Balance, being Net 
Earnings transferred 
to Profit and Loss 
Account . 


£ £ 
650 By Cold Store Chaiges 
870 Account . . 3,300 

126 

178 

480 

146 


j 860 

j £3,300 £3,300 


Dr. 

19.. £ 

Dec. 31 Cold Store Working Account . . Dr. 2,460 

To Sundries, viz.:— 

Wages. 

Power. 

Repairs. 

Depreciation of Gas Engine 

„ other Capital Expenditure 
General Expenses .... 

Being transfer of cold storage expenses 
during year 19.. 

„ „ Cold Store Charges Account . . Dr. 3,300 

To Cold Store Working Account 
Being value of rentals “ earned." 

„ OcAd Store Working Account . . Dr. 850 

■ To Profit and Loss Account . 

I Being net “ earnings " of Cold Store for 
j the year. 

„ „ i Picfit and Loss Account . . .Dr. 3,300 

I To Old Store Charges Account 

Being rental charge for cold storage during 
I year. 
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The Signifleance of Gross Profit 

One of the chief reasons for the sub-division between Trading 
Account and Profit and Loss Account is the necessity for ascer¬ 
taining the gross profit on trading. 

The gross profit of a merchant is the difference between the 
price at which he buys goods and that at which he sells them. 
Certain expenses such as carriage inwards and warehousing 
charges are directly attributable to specific items of merchandise 
and are incurred only if goods are purchased. Such expenses 
are charged in the Trading Account, before the balance, represent¬ 
ing gross profit, is struck. Other expenses such as rent, rates, 
salaries, selling and distributive expenses are not directly attribut¬ 
able to specific purchases of goods and are charged in the Profit 
and Loss Account after the gross profit has been ascertained. 
These “ overhead charges,’’ within certain limits, may well be 
reasonably constant. While business is being carried on at all, 
it will not be possible to reduce them below a certain minimum. 
This minimum expenditure, however, would probably be sufficient 
for a fairly considerable volume of business and within certain 
limits it may be said that:— 

(а) a certain amount of gross profit is necessary to cover 

the fixed overhead charges, and 

(б) any increase in the gross profit is reflected in an almost 

corresponding increase in the net profit. 

But this statement is only true within certain limits; 
obviously a business cannot be expanded indefinitely without 
some increase in overhead charges. Furthermore, some over¬ 
head charges are matters of policy and may actually be increased 
in times of poor trade ; tliis is particularly true of advertising. 

Observe that in times of bad trade, it may be advisable for 
goods to be sold at any price that will reveal a rate of gross profit, 
however small, for in this way a proportion of the fixed overhead 
charges, which would otherwise be a dead loss to the business, 
will be recovered. 

It must be remembered that the gross profit shown by the 
Trading Account is a total result and, as such, may be said to 
represent the gross profit on all the profitable lines less the gross 
loss on all the unprofitable lines which show different degrees 
of profit, thus— 

ARTICLES. 



A. 


G. 

Total. 


£ 

£ 

£ 

£ 

Sales .. 

10,000 

12,000 

15,000 

37,000 

Gross Profit .. 

2,000 

2,000 

5,000 

9,000 

0/ 

/o 

20 

16.6 

33.3 

24.3 


Notb. —The nature of the total percentage should not be misunderstood. 
It represents the wroentago of the average gross •profit and not the average of the 
percentages, which will be seen to be 23.3%. 
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The importance of analysis is clearly demonstrated in this 
case, for if the business could concentrate entirely on Article C 
and produce and sell £27,000 worth, the same gross profit would 
be realised and probably with less effort. It would in such 
circumstances, pay to discard lines A and B (unless, of course, 
the sales of A and B encouraged the sales of (7, when, as a matter 
of policy, it might be advisable to continue the first two lines). 
Since the total sales as above are £37,000, it should not be difficult 
to institute a new sales level of £27,000 in article C only, which 
would produce £9,000 gross profit. Thus, an important step in 
business policy may be taken directly as a result of an analysis 
of figures. 


Rate of Turnover of Stock. 

The rate of turnover of stock is computed by dividing the 
cost of goods sold (i.e., purchases as adjusted in respect of stocks) 
by the average stock held during the period (i.e., the average of 
the opening and closing stocks). 

(*jr aider the figures in the following Trading Account:— 


£ 

To Stv^ek. 3at January .. 8,000 

„ Purchaaea .. .. 44,000 

„ < Viios I'i ofit .. .. 20,000 


£72,000 


£ 

I3y Sales. 60,000 

„ Stock, 31.st December 32,000 


£72,000 


The cost of goods soU is £44,000+£8,000--£12,000-£40,OCK). 

r.n. / / • £8,000 + £12,000 

The average stock is - - —-— =£10,000. 

40 000 

The rate of turnover of stock is ^^^—=4 times per aim am. 

10,000 

If the rate of turnover (alternatively termed the ‘‘ velocity of 
turnover ’') is divided into twelve, the result shows the average 
time in months for which an item remains in stock before it is 
sold (e.g., 3 months, in the above example). But do not forget 
that this is an average rate and that the sale of certain popular 
and ‘‘ quickly moving ’’ lines may cloak the presence of old 
stock which can only be sold with the greatest of difficulty. 

Generally speaking, a trader who has accumulated quantities 
of old stock is left with two alternatives—he may lower the 
prices in the hope of early realisation or he may retain the normal 
prices in the hope that sales will eventually materialise. The 
first course of action will be reflected by a fall in the rate of gross 
profit; the second, while the unsold stock is still valued at cost, 
will not cause the rate of gross profit to fall but it will be reflected 
by a drop in the rate of turnover. 

A low rate of turnover has many disadvantages. Clearly it 
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involves the carrying of a larger stock to maintain a given volume 
of sales than would be necessary with more quickly moving 
goods. The larger stock requires additional capital or will 
involve loan or bank interest or loss of discount for prompt 
payment of creditors’ accounts. It will also attract storage 
charges or require additional space in the merchant’s warehouse, 
with attendant overhead charges. Finally, in any trade that is 
subject to the whims and caprices of fashion, the retention of 
stock for longer than is really necessary adds considerably to the 
risk of its becoming unmarketable. 

The necessity for “ departmentalising ” the accounts when 
there are different lines of goods must not be overlooked. Rates 
of turnover and of gross profit become meaningless when they 
consist of heterogeneous mixtures of different rates and it is 
impossible to tell whether fluctuations from one year to another 
are due to mere changes in the proportions of goods sold or to 
more serious factors. Departmentalisation does not necessarily 
involve the splitting up of the business premises into different 
departments, although this will be done in some cases. It can be 
secured by analysing the Purchases Day Book, Sales Day Book, 
Returns ()utwards Book, Returns Inwards Book, and by evaluat¬ 
ing the opening and closing stocks separately. The process of 
def)ai‘tmentalisation is not, as a rule, extended to the personal 
accounts of the firm’s debtors and creditors, each of whom usually 
has a single [)ersonal account, irrespective of the classes of goods 
sold <0 or bought from him. 


EXERCISE 7. 

A. State shortly how capital expenditure can distinguished from re venue 
exjienditure. 


B. P^xplain the terms “ fixed ” and “ floating assets ; give three examples 
of assets which may Ixj fixed as regards one business and floating as regards 
another; and describe the difference, if any, in the obligation to provide for 
depn^ciation in connection with them. 


C. State how you would siitisfy yourself as to the coiTectness of the values 
placed on the following assets appcitring in a Balance Shet‘t: (a) Fixed Plant 
and Miichincry; (b) Loose Plant and Tools; (c) Furniture; (d) Horses; 
(e) Motor Vans. 


D. Give the forms of entry originating the undermentioned accounts in the 
1)00 ks:— 

(а) Suspi'nse. (c) Contingent liability. 

(б) Payments in advance. (d) Created goodwill. 

Define in each case the purpose for which the account is opened. 


I 
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E. Give a short description of each of the following methods of providing for 
depreciation; (a) Fixed Instalment System ; (6) Reducing Instalment System; 
(c) Depreciation Fund System; (d) Insuranoe Policy System; (e) Annuity 
S3n3tem ; (/) Revaluation System. 


F, Wliat is the difference between depreciation and fluctuation in value of 
plant and machinery ? How would depreciation and fluctuation respectively, 
as regards plant and machinery, affect the accounts of a trading concern ? 


G. V. Crosswell purchased a printing machine for £1,000. The useful life 
of the machine was estimated at 10 years. Upon purchtising the machine. 
Cross well took out a “ Pure Endowment Policy ” with the Premier Assurance 
Company for £1,000, payable in 10 years. How would you treat the annual 
premiums payable under this policy, and how would the question of depreciation 
be affected 7 


H. A trading company having purchased the lease of its business premises, 
takes out a policy for its redemption. To what account should the yearly 
premium be charged ? Show the position of that account, and of the redemption 
account when the policy matures, and sot out the necessary journal entries arising 
in cormoction therewith. 


1. Give four examples of errors which may exist in a sot of books notwith¬ 
standing that the Trial Balance agi’ees. 


J. Stare in detail what steps you would take to locate an error in a Trial 
Balance. 


K. Having checked all postings and balances you find the TYial Balance does 
not agree. What would you suggest in order to localise the error ? 


L. The following errors have been made in the books of a comi>any. Wliat 
entries will be necessary to correct them 7— 

a has been debited with goods £40 when he should have been credited. 
Goods for £80 received from X have been credited both to X and 7. 


M. Messrs A and BY chief clerk presents you with a Trial Balance which 
disagrees. Upon examination you find the following errors, which, upon being 
r<‘ctified, bring the Trial Balance to an agreement. 

Will the profit be affected by your corrections, and what was the original 


difference in the Trial Balance ? 

£ 

Purchases addition too much by .... 50 

Electro Catalogues not inserted in Trial Balance . . 30 

Sale of old plant not credited to the Asset Account . 60 

Sale to a customer—in Ijedgcr Account, but not 

passed through Sales Day Book . . . . 15 

Goods purchased entered in Bought Day Book, but not 

posted to Ledger.26 

Drawing by A —in Cash Book, but not posted . . 40 


A Bought bay Book total of £1,978 posted to Impersonal 

Ixdger as . ^.1,879 
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N. From the foUowing Trial Balance of Cutworth & l<>ans as at 30th June 
19.prepare Trading and Profit and Loss Accounts and Balance Sheet. 


Stock (1st January, 19..) 
Sales 

Returns . 

Discounts . 

Rents 

Rates and Taxes 
Wages 

General Expenses 
Purchases 
Carriage . 

Salaries 

Machinery and Plant . 
Bad Debts 
Creditors . 

Debtors . 

Bank 

Cash ... 

^ CapiUil 

C. Cutworth . 

E. Evans 


£ 

£ 

3,360 

10,300 

310 

230 

120 

156 

120 


60 


830 


180 


6,600 


98 


390 


1,400 


60 

3,100 

2,550 


284 


70 

1,250 


1,386 

£16,422 

£16,422 


Stock at 30th June, 19.., £2,154. Allow 10% per annum depreciation on 
machinery. Create; a reserve of 2J% for Bad and Doubtful Debts. Credit 
partners with 6% [)cr annum on capital The profits arc shared equally. 


0. In the firm of J^. F, £7 is a general and F a limited partner. To the 
capital of the firm, which amounts to £25,000, F has contributed £5,000, and out 
of the profits is entitled to receive interest at the rate of 8% per annum, and 
one-tenth of the remaining profits E ia entitled on account of his share of the 
profits to draw £100 a month. At the end of the first year the following figures 


are extracted from the books of the firm ;— 

£ 

Capital Account, F .5,000 

„ „ E . 20,000 

Creditors.10,600 

Debtors.8,000 

Land and Buildings ...... 13,500 

Plant and Machinery.7,600 

Stock and Stores.10,500 

Cash.2,400 

Ey Drawings Account.1,200 

F, yy „ Interest .... 400 

Profit and Loss Account.8,000 


From these figures draft a Trial Balance and prepare accounts showing the 
profits due to each partner and the position of their accounts before the balance 
of profits respectively due is paid out. 
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P, Bond and Russell are in parinership as manufacturers of rubber heels 
and tyres. Profits and losses arc siiared as follows: Bond, 2/3rds; Russell, 
l/3rd. 

The following Trial Balance was extracted from the books of the firm as on 
31st December, 19.. 






£ 

£ 

J. B. Bond, Capital Account 





16,000 

„ Drawings Account . 




860 

12,000 

H. Russell, Capital Account 





„ Drawings Account . 




600 


Office Salaries. 




1,986 


Machinery and Plant 




12,840 


Stock at Ixjginning of year 




7,294 


Purchases. 




29,262 


„ Returns .... 





429 

Sales. 

„ Returns. 




321 

57,214 

Loan on Mortgage .... 





8,6(X) 

Manufacturing VVages 

Travellcn.’ Salaries and Commission . 




12,314 





3,276 


Factory Fuel and Lighting 




428 


OABlX Coal and Lighting . 




28 


Interest Account (Loan on Mortgage) 




425 


Office Expenses .... 




294 


Carriage Inwards .... 




431 


(4jmge Outwards .... 




342 


Discount Account .... 





78 

Reserve for Bad Debts as at beginning of 

year 




250 

F^hold Factory .... 



12,760 


Office Rent and Rates 




271 


Factory Kates and Insurance 




222 


Ofiioe Furniture .... 

Machinery Repairs .... 




m 

398 


Royalties paid on Patent Tyre Proa^.ss 




471 


Bad Debts. 




219 


Sundry Debtors .... 




6,284 


„ Creditors .... 





1,721 

Cash in Hand. 




327 


„ at Bank. 




2,273 


Bills Receivable .... 




1,786 

£96,192 

£96,192 


You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 3l8t December, and a Balance Sheet as on that date. 

Before preparing these accounts, the following adjustments must be made :— 

(а) Partners are entitled to 6% interest on capital, but no interest is to be 

charged on drawings. 

(б) The following depreciations are to be provided for: Macliinery and 

Plant, 10%; OfiBce Fumitiiro, 5%. 

(c) The stock on hand, at the end of the year, was valued at £8,721. 

(d) The provision for Debts is to be increased to £400. 

(e) H. Russell is to be credited with £600 as a partnership salary prior to the 

division of profits. 

if) The Machinery and Boiler Insurance Co., Ltd., is liable for £240 (included 
in “ Machinery Repairs ”), representing the cost of repairs necessitated 
by an accident to the main engine which was insured with the Company 
(g) At the end of the year the following liabilities were outstanding: 
Wages, £321, Salaries, £02.. 
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Q. Owing to two anioiiiiLs being placed on the wrong aides of the following 
Trial Balance the casta do not agree. (1) Correct the errors ; (2) prepare Trading 
and Profit and Loss Accounts, and Balance Sheet as at Slst December. 

£ 8. d. £ s. d. 

Stock at 1st Jan. . . 1,072 19 4 Sales .... 10,462 2 I 

Purchases . , . 4,862 17 5 Discoimts . . . 141 14 11 

Wages ^ . . . 1,471 16 8 Loan Account . . 1,500 0 0 

Rent, Rates, and Taxes . 100 0 0 Sundry Debtors . . 4,176 15 4 

Sala ries . . . 800 0 0 Capital;— 

(jk^neral ExfK3nse8 . . 86 13 3 Jones . . . 1,000 0 0 

Discounts , . . 56 9 0 Smith . . . 1,630 1 0 

Plant and Machinery . 1,500 0 0 Preserve for Doubtful 

Sundry Crt^ditors . . 2,036 9 0 Debts . . . 280 0 0 

Horses and Vans . . 742 18 3 

Cash at Bank . . 467 17 3 

Smith’s Drawings . . 660 0 0 

Jones’ „ . . 600 0 0 

Returns Inwards . . 201 0 6 

Cost of IjCjisp, 1st Jan. . 371 0 0 

£14,910 0 8 £19,190 13_ 4 

The stock on the 31st December was £983 10s. Write off 10% depreciation 
on Plant and Machinery, 16% depreciation on Horses and Vans, and transfer 
£69 12s. Id from Sundry Debtors to the debit of Bad De'bt Reserve Account, 
and increase Bad Debt Reserve Account to £350. 

The lease of the premises is for eight years. Write off an amourit for the 
current year so that by writing off a like amount annually the cost of the lease 
will stand in the books of the firm at nil by the time the lofxse expires. 

Allow interest on the following accounts :— 

5% for the year on Loan Accoimt. 

5% per annum on Smith and Jones’ Capital Accounts. 

Transfer five-eightlis of the net profit to Smith’s Capital Account, and three* 
ciglitlis to Jones’ Capital Account. 

R, Ivnight & Green, merchants, are trading in partnership, sharing profits 
and losses in the proportions of three-fifths and tw'o-fiftlis. They iidmit Scott 
into partnership on Ist January, 1940, the terms bemg tliat he shall bring in 
£1,500 as capital, and pay £1,000 for his share of goodwill, all the money to 
remain m the business. The capital of each p'rtner, after adjustment in resp(‘ct 
of this pijonent, is to be “ fixed.” The profits are to be shared, five-twelfths 
to Knight, four-twelfths to Green, and three-twelfths to Scott; interest on 
capital and drawings at 6%; Knight and Green guarantee all the assets (except 
stock) and liabilities at the date of taking over, and engage that Scott’s share 
of the net profit shall be not less than £600 per annum. The Trial Balance on 


31st December, 1940, was as follows:— £ £ 

Knight, Capital Account at 31st December, 19.39 . 3,000 

Green, Capital Account at 31st December, 1939 . 2,000 

Scott, Capital brought in. 1,500 

Scott, Csish paid for Goodwill. 1,(K)0 

Knight, Drawing Account. 750 

Green, Drawing Account. 600 

Scott, Drawing Account. 500 

Stock on hand, 31st December, 1939 . . 3,471 

Bills receivable, 31st December, 1939, dishonoim^d, bad 56 

Debtors.4,280 

Creditors ........ 1,850 


f ^arried forward 


£9.657 


£9.3f>0 
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£ 

Brought forward • 9,657 

Bad Debts, 1939 Account. 172 

Bad Debts, 1940 Account ..... 47 

Amount paid in respect of a disputed claim^ 1939 Account 220 
Purchases ........ 6,416 

Sales 

Discounts allowed, of which £85 belong to the 1939 Account 263 
Discounts received, of which £38 belong to the 1939 Account 
Wages and Salaries ...... 1,024 

General Expenses ....... 720 

Cash at Bankers ....... 168 

Cash in hand ....... 10 

Rent, Rates, and Taxes ..... 167 


£ 

9,350 


9,400 

119 


£18,869 £18,869 

Deal with the following adjiiatniont^ :— — 

Interest on drawings, ICnighl £16, Green £15, Scott £12. 

Make a reserve for Bad and Doubtful Debts of 1^% on the year’s sales; 
and for discouhts. 2J% on debts outstanding, and 2% on creditors. It was 
agreed that £400 of old stock (1939) should be valued at 50% of cost; the 
iomaiiiing stock on hand at 31st JXicember, 1940, had cost £1,606. Prepare 
and Loss Account for the year to SJst December, 1940, and Balance Sheet 
as on th;i4 date, keeping the partners’ Capital Accounts and Current Accounts 
soparato. 


S. -? i-0 following balances appear in the books of Messrs Guest, Coutes & 
Co.; a fixia of Engineers consisting of three partners, at Slat Deceml)er, 19.. :— 


dtook at beginning of year 
Purcliaflcs . 

•Sales .... 


Wages 

Works Exp^uises . 

Salaries of Staff . 

Rent, Rates and Taxes 
Lighting and Heating 
Insurance . 

Oflfioe Expenses . 

Discounts Allowed 
Bank Charges 
Partners’ Salaries 
Partners* Drawing Accounts ; 

Guest, credit Balance at beginning of ye.4r 
„ Drawings during year . 

Coutes, credit Balance at beginning of year 
Santall, credit Balance at beginning of year 
„ Drawings during year 
Life Insurance Premiums 
life Policy, Surrender Value at beginning of year 
Office Furniture . 


Sundry Debtors ..... 
Sundjy Creditors .... 

Bills Payable. 

Santall, Loan Account at beginning of year 

Cash at Bank. 

„ in Hand . • . ... 

Partners’ Capital Accounts (in Credit);— 
Guest . . . . . 

Coutes . . . * . 

Santall ..... 


£ 

2,800 

12,600 

22,000 

3,000 

700 

800 

600 

150 

190 

220 

250 

20 

1,000 


300 

400 

120 

400 

200 

35 

300 

150 

4,000 

1,925 

825 

500 

230 

25 


500 

600 

600 


















TRADING, PBOBTT AND LOSS ACCOUNT, BALANCE SHEET 263 


Stock on hand at the end of the year wa« valued at £3,050. Surrender 
value of life policv at the end of the year was £325. Partners are chargeable 
with interest on their drawings at the rate of 6% per annum. Assume average 
date of drawings to be 30th June. Partners are entitled to interest on their 
capital at 6% per annum, and to share in the profits in the following proportions:— 

Guest, seven-twentieths. 

Coutes, six-twentieths. 

Santall, seven-twentieths, 

Santall is entitled to interest on loan account at 5% per annum. 

You are required to prepare the firm's accounts showing the result of its 
trading for the year, together with Balance Sheet showing its position at 31st 
December, 19... 


T. Crow, Pike, and Bradley are in partnership as tailors, 
on Slst Dcc(.‘.raber, 19,was as follows :— 

Crow, Capital Account Ist January, 19. 

Pike ,, „ .... 

Bradley „ „ .... 

Debtors 

Furniture and Fittings. 

Stock on hand, Ist January, 19. 

Purchases, le^s Returns ....... 

Motor Car. 

Motor Expenses. 

Discount allowed. 

Commission. 

Sales. 

Sales allowances, and returns. 

Creditors. 

Bad Debts written off. 

Bank Overdraft. 

Cash in hand. 

Salaries and Wages ....... 

Outworkers. 

Rent. 

Fuel and IJght. 

Audit Fees. 

Sundry Expenses.* . 

Bills Receivable. 

Bills Payable. 

Reserve for Bad and Doubtful Debts .... 

Legal Expenses. 

Bank Interest. 

Crow, Drawings. 

Pike, .. 

Bradley, .. 


The Trial Balance 


£ 


14,180 

1,218 

4,986 

12,712 

240 

193 

603 

327 

546 

735 

43 

1,827 

2,914 

450 

78 

50 

392 

2,150 


47 

79 

1,232 

747 

610 


£ 

7,000 

4,000 

3,000 


23,862 

4,811 

1,064 


1,280 

1,242 


£46,269 £46,259 


Increase the reserve for bad debts to 10% on outstanding debtors and bills 
receivable; reduce the value of furniture and fittings to £1,160; the stock on 
hand, Slst December, 19.., was valued at £6,824; write off motor car; 
reserve £260 for discounts and £120 for commission; mterest on partners’ 
drawings for the year, Crow, £28, Pike, £23, Bradley, £19, to be brought into 
account; the partners are entitled to interest at 6% on their capital accoimts; 
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transfer 16% of net profits over £1,400, after charging interest on capital and 
drawings, to a Staff Bonus account; the partners share profits in proportion to 
their capitals. Prepare Trading and Profit and Loss Accounts and &lance Sheet. 


U. From the following particulars, construct separate Manufacturing, 
Trading, and Profit and Loss Accounts for the year ended 31st December, 19.. 


£ 


Stock of Materials on 1st January . 


4,800 

„ „ „ on Slst December 


6,280 

„ „ Manufactured Goods, Ist January 


6,500 

„ „ „ „ 31st Dcccmk r . 


7,250 

Bad Debts written off. 


250 

Carriage and Cartage inwards 


715 

„ „ outwards 


430 

Cash Discounts allowed .... 


190 

Counting House salaries .... 


1,260 

Depreciation—Plant, Machinery, and Tools 


650 

Office Furniture 


30 

Drawing Office Salaries (Factory) . 


660 

Gas and Water Factory .... 


120 

„ Warehouse .... 

, 

40 

Genf ral expenses ....... 

ManagcT^’s Salary (three-fourths Factory, one-fourth 

340 

Warehouse). 


1,000 

Productive Wages. 


12,600 

Wai (. house Wages. 


2,400 

Ma*;eriak purchased. 


18,500 

R^^jairs—Plant, Machinery, and Tools 


446 

Sales. 


46,610 

Travelling expenses. 


210 

Travellers’ Salari(\s and CbmmLssion 


770 

pent, Rates, Taxes, and Insurance Factory 


850 

„ „ „ „ Warehouse. 


160 

„ „ Office 


40 


Y. From the following items talven from the books of a retail trader, proi>aro 
Trial Balance and Trading and Profit and Lass Accounts for the year ended 
31at March, 1941, and Balance Sheet as at that date, ITie difference in the Trial 


Balance is to be held in suspense. 

£ 

s. 

d. 

Capital. 

. 8,100 

0 

0 

Stock on 1st April, 1940 

6,100 

0 

0 

Motor Vans and Accessories 

400 

0 

0 

Bills Receivable 

100 

0 

0 

Bills Payable .... 

886 

0 

0 

Freehold Premises 

. 2,000 

0 

0 

Repairs. 

Salaries . . . 

112 

4 

0 

. 1,730 

0 

0 

Cash at Bank and in Hand. 

917 

0 

0 

Rent of Warehouse . 

200 

0 

0 

Simdry Creditors 

. 2,306 

0 

0 

Sundry Debtors.... 

. 2,712 

0 

0 

Rates. 

172 

0 

0 

Bad Debts Reserve . . • . 

306 12 

0 

Income Tax Reserve Account 

90 

0 

0 
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£ R. d. 

Sales. 17,706 12 0 

Purchases. 14,335 8 0 

OfTice Furniture. 75 0 0 

General '^lYade Charges ..... 353 8 0 


Stock on 31st March, 1041, amounted to £8,302, Depreciate Motor Vans, etc., 
by 20%, Office Furniture by 20%, and Freehold Premises by 5%. A sum of 
£100 is to be actually reserved for contingent liabilities. 


W. Given the undemoted balances extracted from the books of a sole trader, 
pr(‘paro 'Prading and Piotit and Tx)s.s Accounts for tlie year emded 31 st December, 
1040, and Balance Sheet a.s at that date:— 


Trade Debtors 
Trade Creditors . 
Purchases . 

Sales 

lietums (Out) 

M (In) 

Di.scount Allowe^l 
„ Boocived 
Slock, l.'^t January, 1040 
Bank Overdraft . 

Wages 
Salaries 
Carriage (In) 

„ (Out) . 

Printing and Stationery 
Sundry Chargers . 

Bad Debts written off . 
Furniture and Fittings. 
Cash on Hand 
Bent, Taxes and Jnsurance 
Drawings . 


£ 

10,875 

14,205 

21,000 

37,500 

2.685 

4,800 

1,530 

1,335 

13,080 

2,370 

3,570 

1,245 

2,655 

1,260 

525 

330 

120 

800 

220 

1, K ;)0 

1,200 


Trading Stock on 31 st December, 1910, w*w3 valued at £14,100, and Stvk of 
Stationery at £45. Provide a Bad Debt Reserve of £75 and a Discount Reserve 
of 5% on Debtors. Write off Depreciation on Furnitiire and I'ittings at 5%. 
Rent and Taxes accrued at Slst December, lOlO, amounted to £526, and Insur¬ 
ance Premiums, unexpired, to £405. During the year the proprietor had 
incurred traveUiiig and out-of-pocket expenses amounting to £1^, and had not 
been reimbursed. Overdraft interest accrued at Slst December, 1010, was £166. 


X. The following Trial Balance was extracted from the books of a jeweller 
on 30th June, 1941, The Stock on Hand on that date was valued at £36,827. 
No entries have been made in the books foi: 

(1) Ono quarter’s rent due, but unpaid, amounting to £260 on 30th June 

1941. 

(2) Travellers* Commissions due, but unpaid, on 30th June, 1041—£68. 

(3) Rates for the half year to 30th September, 1911 (£368), had been paid. 

(4) 10% Depreciation is to be written oil the Furniture. 

I* 
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TRIAL BALANCE ON SOrii JUNE, 1941. 



Dr. 

Cr. 


£ 

£ 

Capital. 


30,000 

Furniture and Fittings .... 

1,900 


Stock on 1st July, 1910 .... 

32,866 


Purchases. 

26,366 


Carriage (Out). 

77 


Sales. 


36,305 

Salaries. 

600 


Wages ....... 

1,465 


Drawings. 

1,011 


Advertising. 

316 


Bills of Exchange. 

600 

10,600 

Travellers’ Commission .... 

1,310 


Rent and Rates. 

1,076 


Bad Debts. 

280 


Sundries. 

668 


Debtors and Creditors .... 

8,593 

3,047 

Heivt, IJght and Insurance .... 

374 


Stationery an \ Telephone .... 

142 


Djsoo'inting Charges. 

63 


Ri'ceirU for Repair Work .... 


406 

< a’h !it Baiik and in Hand .... 

2,192 



£79,268 £79,268 


F'tom tho^tbrej^oing, prepare Trading and Profit and Loss Accounts for the year 
ended 30th June, 1941, and Balance Shoot as at that date, 









CHAPTER VIII 

THE ACCOUNTS OF LIMITED COMPANIES 

INCORPORATION, CAPITAL ISSUES, AND STATUTORY BOOKS 

[Unless otherwise staled. Section references in this and the following chapter are 
to the Companies Act, 1929.] 


The accounts of limited companies may be divided into three 
main sections, viz.:— 

J. The record of the financial operations consequent upon 
the formation of the company, including the raising 
of the company’s capital, and the detailed accounts 
of the shareholders and debenture holders ; 

2. The ordinary trading or financial transactions of the 

company; and 

3. The appropriation or distribution of profits, the raising 

of reserves and sinking funds, the redemption of 
shares and debentures, and the compilation of the 
final accounts and balance sheet at the close of the 
trading period. 

The present chapter deals essentially with the first section ; 
the ordinary trading or financial transactions differ but little from 
those of a sole trader or partnership, and are adequately dealt 
with in other parts of this work, while consideration of the third 
section is deferred to the following chapter. 

Classes of Companies. 

A company may be incorporated — 

1. By Royal Charter (or letters patent), e.g., The Royal 

Mail Steam Packet Company. 

2. By special Act of Parliament, e.g., railway companies, 

etc. 

3. By registration under the Companies Act, 1929. 

The Companies Act, 1929, which came into operation on 
1st November 1929, constitutes the basis of the law relating to 
registered companies. 

A company is a separate legai 'persona quite distinct from its 
members, and the main differences between a registered company 
and a partnership, as summarised below, should be carefully noted. 

267 
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Reoisiered Company. 

(а) Members merely as such are not 

entitled to share in the manage¬ 
ment. 

(б) The individuality of the members is 

lost in the new entity established 
by law. 

(c) In a public company the number 
of members may consist of 7 or 
more ; and in a private company, 
of from 2 to 60. (This maximum 
i.s exclusive of employees and ex- 
employees.) 

{d) Members as such have no power to 
bind the company. 

(e) The liability of a member is limited 
to the amount (if any) unpaid 
on his shares or to the amount 
for which he originally agreed to 
be liable. 

(/) Pr. fit- not distributed as dividends 
<if.nhot b* added to the share 
‘vpitai (except when capitalised 
b/ the issue of bonus shares); 
and share capital can only be 
reducc'd after compliance with 
various statutory formalities. 

(</,* The accounts must bo audited periodi¬ 
cally. 


Partnership. 

(а) In the absence of express agreement 

to the contrary, all general partners 
are entitled to share in the manage¬ 
ment. 

(б) TliC individuality of the partners is 

not entirely lost. 

(c) No j)artnership formed for the 

purpose of carrying on business 
for gain can be established if it 
consists of more than 20 i)erson8 
(or in banking business, 10). 

(d) A partner is, in the ordinary course, 

entitled to enter into contracts on 
l)ehalf of the partnership firm. 

(e) Except in the case of a limited partner 

the habihty of a partner extends, 
not only to his share of the 
partnership assets, but to his 
private estate as well. 

(/) Subject to any contrary agreement, 
a partner’s share of profits may 
be added to his capital, and his 
drawings may bo deducted there¬ 
from. 


(g) The accounts arc only audited if, and 
to the extent that, the partners 
desire. 


Kinds of Registered Companies. 

Companies registered under the Companies Act, 1929, may be— 

1. Unlimited; or 

2. Limited by guarantee ; or 

3. Limited by shares. 

In u nlimi ted companies, which are now verj’ rarely found, 
every member is liable for the debts of the company as in an 
ordinary partnership, but such liability extends for only one year 
after he has ceased to be a member. 

Guarantee companies are usually formed for the furtherance 
of art, religion, charity, or professional objects, and not, as a rule, 
for purposes of profit. Each member guarantees to contribute 
an amount not exceeding a fixed sum to meet the company’s 
liabilities in the event of a winding up whilst he remains a member, 
or within twelve months afterwards, for debts incurred prior to 
the cessation of his membership. 

Most companies are “ limited by shares,” and the liability 
of a member is strictly limited ]bo that part of the nominal amount 
of his shares which has not already been paid up ; this principle 
of “ limited liability ” is the important feature of these companies. 
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Number of Members. 

Registered companies can be further sub-divided into public 
and private companies. 

A public company may consist of any number of mcml>ers, 
not less than seven. Any association consisting of more tluin 
twenty persons (ten in a banking business) carrying on business 
for profit must be registered or irriorporated as a company 
(Sections 357-8). A private company may consist of any number 
of persons not less than two or more than fifty (excluding members 
who are employees or ex-ernployees). 

If the number of members is reduced below the minimum, 
this is a ground for compulsory winding up, and if a company 
carries on business for more than six months after the number of 
its members has been reduced below the minimum, every member 
cognisant of the fact is personally liable, without any limitation, 
for the whole of the company’s debts contracted after sucli six 
montfiB (Section 28). 

Private Companies. 

By Section 26, a private company is defined sxs one which, by 
its A rtideSy 

(а) Restricts the right to transfer its shares ; 

(б) Limits the number of its members (exclusive of em¬ 

ployees or ex-employees) to fifty ; and 

(c) Prohibits any invitation to the public to subscribe 

for any shares or debentures of the company. 

Any company which is not a private company, as defined 
above, is a public company. 

Section 27 provides that a private company which alters its 
Articles so that tluiy cease to include any of the above matters, 
shall cease to be a private company as on the date of the altera¬ 
tion, and must, within fourteen days after that date, file with the 
Registrar of Companies a prospectus or statement in lieu thereof. 

Privileges ok a Private Company. In the case of a 
private company— 

(1) The annual return (see page 279) need not include a 

copy of the last balance sheet and auditor’s report. 

(2) Holders of debentures have no legal right to insjx^ct 

balance sheets and reports. 

(3) Only two members are necessary to enable the company 

to carry on business. 

(4) The company is not liable to be wound up because it 

has less than seven members, but it is a ground for 

liquidation if the number of members falls below ivoo. 

(5) No statutory report (see page 304) need be filed, nor 

need a statutory meeting be held. 
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(6) The directors may act without having filed their consent 
to act in that capacity or signed the Memorandum 
or a contract for their qualification shares. 

(1) No statement in lieu of prospectus need be filed. 

(8) No minimum subscription (see p. 284) is required before 

proceeding to allotment or commencing business. 

(9) Copies of the balance sheet and auditor’s report need 

not be furnished gratis to members. 

Memorandum and Articles of Association. 

Both public and private companies must, upon their incor¬ 
poration, file certain documents with the Registrar of Companies. 
The principal and most important of these are the Memorandum 
of Association, and the Articles of Association. 

The Memorandum of Association defines the powers of the 
company with regard to its dealings with the outside world. In 
the i'a.st of a company limited by shares, the clauses in the 
Mem;)randum must state ;— 

(1) rh>’ nanio of the company, with “ Limited ” as the last 
vord. 

yl) Whether the registered office is to be situate in England 
or in Scotland. 

(S) The objects of the company. 

(4) That the liability of members is limited. 

(5) The nominal amount of share capital and the division 

thereof into shares of a fixed amount. 

To tnese clauses is added a “ subscription clause,” expressing 
the desire of the signatories for the formation of the company, 
and indicating opposite each signature the number of shares 
each signatory agrees to take. 

TffB Articles of Association are the regulations which 
govern the internal management of the c<<mpany’8 affairs, and 
state the duties, rights, and powers of the members as be¬ 
tween themselves and the company in general. Companies 
which are limited by guarantee or unlimited, and private 
companies, must register the Articles of Association with the 
Memorandum, but a public company limited by shares may either 
register special Articles or adopt Table A of the First Schedule to 
the Companies Act, 1929. This Table is a model set of Articles 
consisting of 107 clauses, and if it is adopted the Memorandum 
is endorsed “ Registered without Articles of Association,” and 
Table A then applies. The regulations of Table A apply in every 
case in so far as they are not modified or expressly excluded 
by the Articles. Small companies frequently adopt part of 
Table A, so far as it is applicable to their business, and register 
Articles to that effect. A private company must register special 
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Articles in order to include the three restrictions enumerated on 
page 269. The Articles must be printed, must bear a ten-shilling 
deed stamp, and must be signed by the subscribers to the Memo¬ 
randum. Every member of the company is entitled to a copy 
of the Memorandum and Articles upon payment of a sum not 
exceeding one shilling. 

Persons dealing with the company are boimd to ascertain, 
and will be deemed to have notice of, any limitations in the 
Articles, as the Memorandum and Articles, when registered at 
Bush House, become public documents, which any person may 
inspect on payment of a small fee. This is directly opposite to 
the rule in regard to articles of partnership, as persons dealing 
with the firm are bound only by limitations of which they have 
actual notice or which are apparent from the circumstances or 
from the conduct of the parties. 

Share Capital. 

Tlie Memorandum contains particulars of the company’s 
total nominal share capital, upon which it has to pay an ad 
valorem capital duty at the rate of 10s. per cent, (reduced from 
£1 per cent, as from 26th April, 1933), in addition to certain fee 
and deed stamps. The amount is usually stated in the following 
or similar manner :— 

“ The Share Capital of the Company is £105,000, divided 
into 50,000 Preference Shares of £1 each ; 50,000 Ordinary 
Shares of £1 each, and 100,000 Deferred Shares of One Shilling 
each.” 

It is not necessary that the whole of this nominal or authorised 
capital shall be issued at the outset, or that the whole amount of 
each share shall bo fully paid up. 

The various terms used in connection with share capital are :— 

(1) Nominal or Authoeised Capital, i.e., the amount 

which a company takes power, in its Memorandum, 

to issue. 

(2) Sdbsceibed or Issued Capital, i.e., the total nominal 

value of the shares allotted to members. 

(3) Called-up Capital, i.e., the total amount of the 

subscribed capital which has actually been called 

up by the directors. 

(4) Paid-up Capital, i.e., the total amount paid up, or 

credited as paid up, on the issued share capital. 

(5) Uncalled Capital, i.e., the total amount which has 

not been called up on the issued share capital. 

(6) Unissued Capital, i.e., that portion of the nominal 

capital which has not been allotted to members. 
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(7) Reserve Capital, i.e., that portion of the issued 
share capital which the company has resolved, by 
special resolution, can be called up only in the event 
of the company being woimd up. 

Working Capital is a term used to represent the excess of 
the floating assets of a company over its current external liabilities, 
and must not be confused with any of the above terms used in 
connection with the share capital of a company. 

Watered Capital is a term used to represent capital, the 
nominal value of which has been inflated (e.g., by an issue of 
bonus shares to the shareholders [see page 371], or by the pay¬ 
ment of an excessive price for goodwill when a company takes 
over a private business). Thus the amount of the issued cai^ital 
has been increased without a corresponding increase in the 
amount of the assets. 

TjOan Capital is a term frequently applied to debentures and 
other loans. Such loans constitute liabilities of the company 
to the persons lending the money, and do not form part of a 
company’s share capital. 

Shares. 

A share is a fixed part of the company’s share capital. From 
a leg."' point of view, however, a share may be defined as the 
interest which a shareholder has in a company, and it is measured 
by a sum of money for the purpose of (1) computing the share¬ 
holder’s liability, and (2) ascertaining the amount of the share¬ 
holder’s dividend, i.e., his proportionate jiart of the profits. The 
issue of a share certificate is prima facie evidence that the person 
named thereon is the owner of the shares set out in the certificate. 

The three principal classes of shares are Preference, Ordi¬ 
nary a id Deferred shares, but there are many variations of 
these ; the following list includes the classes most frequently 
encountered ;— 

(1) Preference. 

(2) Cumulative Preference. 

(3) Participating Preference 

(4) Redeemable Preference. 

(5) Ordinary. 

The respective rights and privileges attaching to each class 
of share are determined by the provisions of the Memorandum 
and Articles of Association, but the more usual features of the 
above classes of shares may be summarised thus :— 

(1) Preference Shares are those which confer some pre¬ 
ferential right over other classes of shares, usually the right to 
a fixed dividend out of the profits of each year before any dividend 
is paid to the holders of ordinary shares. In many cases, the 


(6) Preferred Ordinary. 

(7) Deferred Ordinary. 

(8) Deferred. 

(9) Founder’s. 
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additional right to a return of capital in priority to other classes 
is also given. 

(2) Cumulative Preference Shares entitle the holder to a 
dividend at a fixed rate, such dividend being payable out of 
future profits when the current year's profits are insufficient. 
All arrears of dividend on these shares must be paid before the 
other shareholders can participate in the profits. Unpaid 
cumulative preference dividends are not liabilities in the ordinary 
sense ; the liability is contingent upon the company earning 
sufficient profits out of which to pay the dividends and upon the 
declaration of the dividend. Moreover, the directors are usually 
authorised by the Articles to transfer a part, or even the whole 
of the profits to reserve before payment of any dividends. 

Preference shares are assumed to be cumulative if the contrary 
is not clearly shown in the Memorandum or Articles of Association. 

(3) Participating Preference Shares usually confer the 
right to a fixed dividend, and, in addition, entitle the holder 
to paHicipate in surplus profits (if any) after the Ordinary Share¬ 
holders have received a dividend at a stated rate. 

(4) Ukdeemable Preference Shares may be issued by a 
limited company if authorised by its Articles. Such shares may 
be cumulative, non-cumulative, or participating, according to the 
terras of issue, but the power of redemption is subject to the 
following conditions:— 

(а) The shares are to be redeemed only out of profits 

available for dividend, or out of the proceeds of a fre.sh 
issue of shares made for redemption purposes ; 

(б) The shares are not to be redeemed unless th^y are 

fully paid ; 

(c) Where shares are redeemed out of profits there must be 

transferred to a “ Capital Redemption Reserve Fund,” 
out of profits otherwise available for dividend, a 
sum equal to the amount applied in redeeming the 
shares. The provisions of the Act as to reduction 
of capital apply to this fund as if it formed part of 
the paid-up share capital. 

(d) Where shares are redeemed out of tlie proceeds of a 

fresh issue, any premium payable on redemption 
must be provided for out of the profits of the com¬ 
pany before the shares are redeemed. 

Where shares are redeemed or are about to bt^ redeemed under 
the above provisions, the company may issue further shares of 
equal nominal value to those redeemed, without incurring any 
further liability for stamp duty in respect of the new issue, pro¬ 
vided that the redemption takes place within one month after the 
fresh issue. 
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On an issue of further shares the company may apply out of 
the Capital Redemption Reserve Fund an amount equal to the 
nominal amount of the shares so issued, in paying up unissued 
shares of the company to be issued to members as fully-paid bonus 
shares. 

Every Balance Sheet of a company which has issued redeem¬ 
able preference shares must contain a statement specifying what 
part of the issued capital of the company consists of such shares 
and the date on or before which those shares are, or are liable, to be 
redeemed (Section 46). 

(6) Ordinary Shares are those which, as a general rule, are 
entitled to the whole of the surplus profits after satisfaction of 
the rights of Preference Shareholders. Except where Participat¬ 
ing Preference or Deferred Shares are issued, no fixed rate of 
dividend on Ordinary Shares is stated. 

(6) and (7). The Ordinary Shares are sometimes split into 
two sub-classes. Preferred Ordinary and Deferred Ordinary. 
The holders of thi former class of share have a prior right to a 
fixed non-cumulative dividend, and until this dividend is paid 
the holders of Deferred Ordinary Shares do not participate 
in the ciu tribution of profits. 

(6) and (9). Deferred or Founder’s Shares are those 
which •ank for dividend after all the other classes have received 
fixed rates of dividend. They are usually issued as fully paid to 
the original vendors or their nominees in satisfaction of part of 
the purchase price of the business, or for services rendered in the 
formation of the company. These shares are generally of small 
nominal value, and as they receive a considerable proportion of 
the surplus profits after the dividend on the ordinary shares 
has reached a fixed rate and usually carry extensive voting 
powers, such shares are extremely valuable when the business 
is successful. 

When an existing business is formed into a limited company, 
the vendor is sometimes paid in cash or Ordinary Shares for the 
tangible assets, while that part of the purchase price which is 
in respect of the goodwill is satisfied by the allotment of Deferred 
Shares. Since goodwill may be regarded as the capitalised value 
of the future “ super profits ” of the business (see page 187), 
the anomalous position may arise that the vendor, while purport¬ 
ing to sell the goodwill of the business, virtually retains the benefit 
of that asset, in the shape of the dividends paid on his Deferred 
Shares out of future surplus profits. 

Shares Distinguished from Stock. 

In many respects stock and shares are identical; each 
confers upon the holder exactly the same rights and privileges, 
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and in fact, stock has been legally defined as a set of shares 
put together in a bundle.” Shares, however, may be partly 
paid, while stock must be fully paid ; again, each share must 
possess a distinctive number (Section 62), while stock cannot be 
so numbered. 

Shares and stock are ordinarily transferable in the same 
manner, but while fractions of a share cannot be transferred, 
stock may be transferred in any amount, from Id. upwards, 
subject to any restrictions imposed by the company's regulations. 
Public companies usually stipulate that stock is transferable 
only in amounts of a stated number of pounds sterling—e.g., 
£10—or multiples thereof. 

Stock cannot, however, be issued in the first instance, except 
by Statutory Companies which are governed by their own special 
Acts of ParUament (see Chapter XVII) ; a limited company must 
first issue shares, and when these are fully paid, may convert 
them into stock, provided the company’s Articles contain the 
requisite authority (Section 50). 

Stock may be sub-divided into several classes in the same 
way as shares. 

Share Warrants. 

A public company, if so authorised by its Articles, may issue 
share warrants to bearer in respect of any fully-paid shares or 
stock, and may provide by coupons or otherwise, for the payment 
of the future dividends on the shares or stock included in the 
warrant. The shares enumerated in the warrant are transferable 
by mere delivery of the warrant, and consequently cannot be 
issued by a private company, which must, by its Articles, i-^strict 
the riglit to transfer its shares. 

Table A ” of the Companies Act, 1929, makes no provision 
for the issue of share warrants. 

Management of the Company. 

A public company registered after the commencement of the 
Act must have at least two directors, but the management of 
every company is usually entrusted to directors, who are generally 
required to be shareholders in the company. The powers and 
duties delegated to the directors are generally outlined in the 
company’s Articles of Association; their precise status, however, 
is somewhat difficult to define, as so much depends upon the 
aspect from which their position is viewed. Directors have been 
variously described as :— 

(1) Trustees of the company’s moneys and property ; 

(2) Agents in respect of the transactions into which they 

enter on behalf of the company ; and 

(3) Managing partners. 
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The directors, as trustees, occupy a liduciary position, and they 
must not personally make profits out of the company without 
the sanction and approval of tlie members of the company. They 
must disclose at a directors’ meeting any interests they have in 
contracts or proposed contracts with the company. As agents 
for the company the directors do not incur any personal liability 
on the company’s contracts, if made within the scope of their 
authority. 

The term “ managing partners "" is not strictly applicable, 
for although the directors do in fact manage the business of the 
company on behalf of themselves and of their fellow members, 
they are not “ partners within the meaning of the Partnership 
Act, 1890. 

Directors are not entitled to any remuneration except as 
provided by the Articles of the company, which usually reserve 
the power for the shareholders to determine the remuneration by 
rer>oiution in general meeting. 

The Act contains several provisions designed to secure proper 
disclos^m of payments and loans made to directors. 

Sect 0.1 i28 urovides that the accounts which are laid before 
the coi:../)aay in general meeting, must contain particulars 
sliowiiip:— 

(a) The amount of any loans made to any directors or 

officers of the company during the period to which 
the accounts relate either by the company or by any 
other person under a guarantee from or on a security 
provided by the company. 

(b) The amount of any such loans repaid during the period. 

(c) The amount of any such loans made prior to the afore¬ 

said period which are still outstanding at the expira¬ 
tion of the period. 

(d) The total amount paid to directors as remuneration 

for their services, inclusive of all fees, percentages 
or other emoluments paid to or receivable by them 
by or from the company or by or from any sub¬ 
sidiary company. 

The above provisions as to dioclosure of loans to directors 
and officers of the company apply to both public and private 
companies but do not apply where ;— 

(а) The ordinary business of the company includes the 

lending of money, and the loan is made in the 
ordinary course of business ; or 

(б) The loan does not exceed £2,000 and is made to an 

employee, provided' that such loan is certified by 
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the clirectorB as being in accordance with any practice 
adopted or about to be adopted by the company 
with respect to loans to employees. 

Furthermore, in computing the total amount of directors' 
remuneration disclosed there need not be included the amounts 
pai4 to a managing director, nor the salary payable to any other 
director holding a salaried office in the company, except sums 
paid by way of directors’ fees. 

EXAMPLE 1. 

A limited company, which makes up its accounts to 31st December each 
year, has three directors, A, B and C, Details of the loans made to these directors 
are as follows :— 

Amounts owing at Slat December, 1939—A, £2,(K)0 ; B, £1,5(K). 

Loans made during 1940 —By £1,000 ; C, £1,250. 

Loans re^mid during 19P)— A, £1,000 ; ( \ £500. 

The following details would apjKiar in the company's Balance Sheet at 
31st December, 1940 :— 

« (include) 

lioans to Directors— £ £ £ 

Made during year ...... 2,250 

Less repaid ...... 500 

-1,750 

Made prior to current year and still outst-andiiig . 2,5tK> 

-4,250 

I It w ill be noted that, although the amount of the loans made and repaid 
during the period must l)e specified, there is no necessity to specify the extent to 
which loans made prior to the current period have been repaid during the period. 
Idii.s information can lx* ascertained by comparing tlie details set out in con¬ 
secutive Balance 8h(^ets.] 


EXAMPLE 2. 

During the year ended 30th Juno, 1941, X.Y. Ltd. makes the foUowirg pay¬ 
ments to its directors as remuneration for their services :— 

A (Director’s Foe, £100). 

B (Managing Director’s Salary, £300 ; Director’s Fee, £50). 

C (Sexjretary’s Salary, £250 : Direct >r’3 Fee, £100). 

The amount required to be disclosed 8ep.arately in the annual account-s of 
X. Y. Ltd., in order to comply with the provisions of the Companies Act, is £200, 
made up of ;— 

£ 

A—Director t? Fee.100 

6 '.- » . 100 


£200 

It will thus be seen that:— 

(a) It is not necessary to disclose any sums paid to a managing director, 

\b) When a director (other than a managing director) holds a salaried office 
or employment in the company, only the sum paid to him by way of 
director's fee need be disclosed. 

The salary paid to C as secretary, and the whole of the remuneration paid to B , 
the managing director, may be charged in the acco\ints along with gener^ sedaries* 

On a demand made in writing by members entitled to not 
less than one-fourth of the voting power of the company, all 
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members must be furnished with a statement showing the aggre¬ 
gate remuneration paid to directors during each of the last three 
preceding years, including sums received by a director for acting 
as a director of a subsidiary company. This statement includes 
all remuneration paid to directors (without any exceptions) and 
it must be certified as correct, with any necessary qualifications, 
by the auditore of the company (Section 148). 

There must further be disclosed to and approved by the 
company, all payments to directors by way of compensation for 
loss of office or on retirement, where such payments are made in 
connection with the transfer of the whole or any part of the 
undertaking or property of the company (Section 160). 

Statutory Books. 

The following books are required by statute to be kept by a 
limited liability company :— 

Ruoistbu op Members. This contains a list of the names, 
addresses, and occupations of all members of the company, 
together with a statement of the shares held, their distinctive 
nunibeis, an;l the amount paid or agreed to be considered as paid 
on each The date at which each person was entered in the 
Register as a member must be given, and also the date when 
mom’oerRhip ceased (Section 95). A specimen page of the usual 
form (Ji' this book is given on page 307. 

Seotion .16 provides that companies with more than fifty 
members mu.st keep an index of the names of members, unless the 
register itself is in such a form as to constitute an index. The 
index may be in the form of a card index, and must be kept up to 
date. 

This register, including the Aimual Return, which must be 
contained in a separate part of the register, is open to the inspec¬ 
tion of members free of charge, and of other persons at a fee not 
exoeediiig one shilling for each inspection. Moreover, any 
person may acquire a copy of the register, or of any part thereof, 
on payment of a fee not exceeding sixpence per hundred words. 

Register op Directors. A registei’ containing the present 
and former names, addresses, nationality, nationality of. origin 
(if other than the present nationality) and occupation, and other 
directorships of each director and manager of a limited company, 
must be kept at the registered office (Section 144). 

Register op Mortgages. This consists of a statement of 
all mortgages and charges sxieoifically affecting the property of 
the company and all floating charges on the undertaking or any 
property of the company, together with names of the mortgagees, 
the amount of the charge, and a short description of the property 
charged. In addition, it is usual to give the date of the creation 
of the mortgage and the date of its discharge (Section 88). The 
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Register of Mortgages may be inspected free of charge by any 
member or creditor of the company, and by any other person 
for such fee not exceeding one shilling, as the company may fix. 
Refusal to permit such inspection renders the officer refusing the 
inspection, and any director authorising or knowingly per¬ 
mitting the refusal, liable to a fine of £5, and a further fine of £2 
per day during the continuance of the refusal (Section 89). 

Every company must keep at its registered office a copy of 
every instrument creating any charge requiring registration, 
though in the case of a series of uniform debentures one copy is 
sufficient (Section 87). 

A specimen Register of Mortgages is given on page 318. 

Minute Books. Every company is required to record in 
special books minutes of all proceedings at general meetings 
(Members" Minute Book), and of all proceedings at meetings of 
its directors or managers (Directors" Minute Book) (Section 120). 
The Members" Minute Book must be kept at the company’s 
registered office and be open to inspection by members without 
charge. Any member may be furnished with a copy of such 
minutes at a charge not exceeding sixpence per hundred words. 

Annual Return. This must be filed with the Registrar of 
Companies, a copy thereof being kept in a separate j)art of 
the Register of Members. It contains a list oi’ the members 
of the company on the fourteenth day after the annual general 
meeting, and a list of all persons who have ceased to be members 
during the year. Names, addresses, and occupations must be 
given, as in the case of the Register of Members, together with the 
number of shares held and the number transferred during thr year. 
If the names are not in alphabetical order an index must be 
attached. In addition, a summary of capital, etc., is requii’ed, 
giving detailed information as specified in the Sixth Schedule to 
the Act. The Annual Return of a public company must also 
include certified written copies of the last audited Balance Sheet 
and of the auditor"s report, and any other document required by 
law to be annexed thereto. 

It is necessary for a limited company to make the following 
returns to the Registrar of Companies :— 

(1) lie turn of Allotments—within one month after any allotment of sharca 

(Section 42). Any default in respect of this return renders every 
director and officer who is knowingly a party thereto liable to a 
fine not exceeding £50 per day dming the continuance of the 
default. 

(2) Annual Return. This must be made up to the fourteenth day after 

the annual meeting, be completed within twenty-eight days of the 
meeting, and filed forthwith (Section 110). If a company defaults 
in this matter the company and any officer who is in default is 
liable to a default fine. 
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It should be observed, however, that a printed copy of the last 
audited Balance Sheet, etc., will be accepted by the Registrar, 
provided such printed copy is certified by a director, secretary, or 
manager as a true copy. 

A private company must file with its annual return a certificate, 
signed by a director or the secretary, that the company has not 
issued to the public any invitation to subscribe for shiires or deben¬ 
tures, and, if the number of members exceeds fifty, a certificate 
stating that the excess number consists wholly of employees or 
ex-employees who became members while so employed. 

(3) Particulars of Mortgages and Charges—within twenty-one days 

after creation (Section 79). Any failure to register particulars 
will (unless the particulars are registered by some other person) 
render the company, and every director, etc., who is knowingly 
a party to the aefault, liable to a fine not exceeding £50 per day, 
and on winding up the charge will be void, though the debt will not 
be thereby extinguished, the creditors being a&e to prove as un¬ 
secured creditors. 

(4) Copy of Register of Directors or Managers—within fourteen days of 

appointment of the first directors and notification of any changes 
within a similar period (Section 144). In case of default the com¬ 
pany and every officer of the company who is in default, is liable to 
a default fine, i.e., a fine of £6 per day for every day during which 
the default continues. 

It is >Jso neoeasary to file numerous documents, e.g., prospectus, 
ciopiea ci special and extraordinary resolutions, etc., as provided 
by the rompanies Act. 

In addition to the foregoing compulsory books, the usual 
finan'^ial books of account are required for the purpose of recording 
the pecuniary aspect of the company's trading. The legal 
requirements as regards books of account are dealt with on 
page 329. Special books are also necessary in which to record 
the issue of share capital and transfers of shares. The latter 
books include— 

(1) Application and Allotment Book, in which are 

recorded particulars of applications received for 
shares, allotments made, payment of allotment 
money and return of application money to un¬ 
successful applicants. 

(2) Calls Book, recording particulars of calls made on 

the shareholders and the amounts paid by them. 

(3) Register of Transfers, recording particulars of 

shares transferred by members, and the names, 
etc., of the transferors and transferees. 

A specimen ruling of the Application and Allotment Book and 
further reference to the Calls Book are given on page 300. For 
convenience, the entries are usually made on loose sheets, thus 
enabling several clerks to work simultaneously on the allotment 
(or call) sheets and the allotment (or call) letters. When the work 
in connection with the allotment or call is finally completed, 
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the loose sheets should be bound in book form as a permanent 
record. 

The Register of Transfers is really a share journal, and forms 
the medium from which postings are made in the Register of 
Members. This book usually takes the following form :— 


Transferor, i „ i DMictive 

Il«g No. ! Nos. 

_ „ _; of of I 

Mem. Shares, 


REGISTER OF TRANSFERS. 

Transferee. 


Name. I Address. . Fo. 


From. 


To. 


Old i ' I Reg. 

Oert. ; of 

No. I I Mem. 

1 Name. | Address, description. Fo. 


New 

Cert. 

No. 


Oonsider- 

ation. 


Where shares of diflerent classes are issued, it is usual to keep 
separate registers for each class of share. 


Borrowing Powers and the Issue of Debentures. 

A trading company has an implied power to borrow money 
and to issue debentures. In the case of other companies the 
Memorandum and Articles must provide (or a power to borrow 
upon debentures ; otherwise a special resolution is necessary 
before debentures can be issued. 


Debentures. 

A Debenture is a bond, acknowledging a loan, usually under 
the company’s seal and secured by a charge on the company’s 
property or undertaking, bearing a fixed rate of interest, and 
being either repayable within a specified period or irredeemable 
during the existence of the company. The main difference 
between debentures and debenture stock is with regard to transfer. 
A debenture must be transferred in its entirety ; debenture stock 
may be transferred in whole or in part, but the Articles often 
provide that any transfer must not involve a fraction of a 
specified amount. Debentures may be— 

(1) Mortgage debentures, giving a charge upon the whole 

or a part of the company’s assets ; or 

(2) Simple or Naked Debentures which are a mere pro¬ 

mise to repay, unsecured by any charge. 


Rcmtrki 
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Debentures may also be classified as— 

(1) Debentures payable to a registered holder (with or 

without interest coupons payable to bearer); and, 

(2) Debentures payable to bearer simply (with or without 

power for the bearer to be registered as holder). 

Debentures to bearer must be stamped on issue at the rate of 4s. 
for every £10, or part of £10, on the amount secured ; on any sub¬ 
sequent transfer no further stamp duty is payable. Registered 
debentures must be stamped on issue at the rate of 2s. 6d. per 
cent., and if redeemed and subsequently reissued, they must bo 
restamped as if they were new debentures (Section 76). 

Section 75 (1) provides that a company may re-issue deben¬ 
tures which have been redeemed, unless the Articles or the terms 
on which the debentures were issued forbid re-issue, or the com¬ 
pany has, by resolution or otherwise, manifested its intention 
to cancel the redeemed debentures. Persons to whopi such 
re-issued debentures are issued have the same rights and priorities 
as if the debentures had never been redeemed, i.e., they are 
entitled to rank pari passu with the original debenture holders. 
Particulars of debentures which have been redeemed and can be 
re-issued must be included in every Balance Sheet of the company. 

Transfer of Debentures. 

Debentures to bearer have been declared to be negotiable 
instruments, and are therefore transferable by simple delivery. 

Registered debentures and debenture stock, being expressed 
to be payable to the registered holders, must be transferred in 
the same manner as shares or stock, and the transfer instrument 
must be registered with the company. 

Section 63 provides that no company may register a transfer 
of shares or debentures unless a properly executed instrument of 
transfer is delivered to the company, except where such transfer 
is by operation of law (e.g., death or banliruptoy). This applies 
in spite of any provision to the contrary in the Articles. 

Mortgage Debentures. 

Debentures may have a spcoi/ic charge on certain assets of 
the company. Such a charge is usually created by means of a 
mortgage of the assets to trustees with a trust deed. The deed 
will set out the rights of the trustees to act on behalf of the 
debenture holders when it is necessary to protect their security. 
The trustees will usually have possession, on behalf of the deben¬ 
ture holders, of the documents of title to the assets covered by 
the charge, in order to prevent the company from dealing with 
the assets or creating further charges thereon. 
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Floating Charges. 

Debentures may be issued which carry a “ floating charge,” 
in wliich case all the company’s assets and undertaking (or such 
assets as are not subject to a specific charge) are charged with 
the repayment of the debentures, but the company is entitled 
to deal with such assets in the ordinary course of business imtil 
the charge “ crystallises ” (i.e., becomes fixed), which occurs if a 
winding-up order is made, or if the n.oney becomes repayable in 
accordance with the terms of the debentures, and the debenture 
holders take steps to realise their security, as by getting a receiver 
appointed to act on their behalf. 

Registration of Debentures. 

(1) A company must keep a register of all mortgages 

and charges, including floating charge.s, specifically 
affecting its property (Section 88). A specimen 
ruling is given on page 318. 

(2) The Registrar of Companies keeps a public register 

of mortgages and charges (Section 82). 

(3) A company issuing debentures usually keeps in addi¬ 

tion a register of debenture holders, and a register of 
debenture transfers, in similar manner to the register 
of members and register of share transfers. 

Debentures secured by a mortgage or charge must be 
registered with the Registrar as well as in the register kept by 
the company. 

Debentures do not require to be registered as bills of sale 

Issue of Capital. 

After the registration of the company is effected, the first 
important step is to obtain the capital with which the company 
will commence trading. In the case of private companies, 
this is usually subscribed by the signatories to the Memorandum 
and Articles and their relatives and friends. For public companies, 
however, the more general method is to issue a prospectus 
inviting the public to take up the shares, although the directors 
and their friends often subscribe for a large proportion of the 
shares offered for subscription. 

The prospectus sets forth particulars of the company, its 
directors and other oflScials, its business, and an estimate of its 
future prospects, and the amount and nature of the capital 
offered for subscription. In addition to much other information, 
it further states the amount of deposit payable upon application 
for shares ; the amount payable upon allotment; and whether 
further instalments are payable on stated dates or when “ called ” 
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by the directors. An application form is attached, usually with 
directions that it should be forwarded with the application money 
direct to the company’s bankers. 

Where the company has been in existence for some time, an 
auditor’s report of the company’s profits must also be set out 
in respect of each of the three financial years immediately pre¬ 
ceding the issue of the prospectus, and of the rate of dividends 
paid in respect of each class of shares during each of the said 
three years ; and, if the proceeds or any part thereof are to be 
applied in the purchase of a business, an accountant’s report of 
the profits of such business during each of the three financial 
years immediately preceding the issue of the prospectus. 

There must further be disclosed the minimum amount which, 
in the opinion of the directors, must be raised to provide for— 

(а) The purchase price of any property which is to be 

defrayed out of the proceeds of the issue ; 

(б) The preliminary expenses and commissions payable to 

persona for taking or placing shares ; 
fc) The repayment of any money borrowed by the company 
in connection with (a) and (6) ; and 
(>lf Ttie \.'orking capital. 

In the case of a public company no shares may be allotted 
unless at least three days before allotment a statement in lieu of 
prospo.jtUfi is filed with the Registrar unless a ])rospectus is issued 
and has been so filed, and the aforementioned minimum amount 
has been subscribed and at least 5 per cent, of the nominal value 
of each .«hare applied for has been paid in cash or by cheque. 
In calculathig these amounts, shares payable otherwise than in 
cash are excluded. 

If the minimum subscription is not obtained within 40 days 
of the issue of the prospectus, the application moneys must be 
returned to the senders ; if not returned within 48 days, the 
directors are liable to repay the money with interest at 6 per cent, 
per annum from the expiration of the 48th day. 

Allotment of Shares. 

The entries required to record the issue of any class of shares, 
and of debentures or debenture stock, are similar, and may be 
summarised in the following mamier:— 

The applicant fills up the application form and forwards it, 
with a remittance for the deposit payable (which, in the case of 
shares, must be at least 5 per cent of the nominal value), direct 
to the company’s bankers. 

The sums received with the applications are recorded in 
detail by the bank in a special pass-book, which is obtained 
from the bank periodically (usually daily) by the secretary 
of the company. The deposits received are entered in detail 
on the debit side of the company’s Cash Book, from which they 
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are posted, usually in daily totals, to the credit of the Application 
and Allotment Account. 

Detailed particulars of the allottee (name, address, descrip¬ 
tion, number of shares applied for, deposit paid, etc.) are also 
entered on Application and Allotment Sheets, and, in due course, 
these sheets and the application forms are submitted to the 
directors at a board meeting. The directors then decide the 
number of shares (if any) to be allotted to each applicant. Their 
decisions are recorded on the application and allotment sheets, 
which are then signed or initialled by the chairman. 

The secretary prepares and issues to the allottees the “ Letters 
of Allotment; these letters state the number of shares allotted 
to the applicant, and request payment of the amount due on 
allotment. After the allotment letters are posted, a legally 
binding contract is formed between the company and the 
applicants, who are bound to take up and pay for their shares 
in accordance with the terms of the prospectus. Allotment 
letters are subject to a stamp duty of sixpence (impressed) where 
the nominal value of the shares is £5 and upwards. For values 
under £5 the duty is one penny only. 

Where the company’s offer is very attractive to investors, 
applications may be received for more shares than the company 
offers for subscription. In such cases the deposit money is 
returned to each unsuccessful applicant accompanied by a 
“ I./etter of Regret.” Where an allottee receives a smaller number 
of shares than he applied for, the surplus portion of the amount 
paid on application is applied in satisfaction, either in whole 
or in irnrt, of the amount due on allotment. If the amount 
received on application exceeds the total due on application 
and allotment the surplus is returned to the allottee. Upon 
allotment, a journal entry is made, debiting the Application and 
iVllotment Account and crediting the Share Capital Account 
with the total amount payable on application for and allotment of 
the shares issued ; while the amounts refunded to the unsuccessful 
applicants are credited in the Cash Book and debited to the 
Application and Allotment Account. The latter account is 
credited with the amounts paid on allotment, cash being debited. 

When all the allottees have paid the whole of the amounts 
due on allotment, the Application and Allotment Account will 
be closed ; the debit entries for the amounts due, together with 
the debits for the amounts refunded to unsuccessful applicants, 
equalling the credit entries for cash received from applicants and 
allottees. 

EXAIVIPLE. 

The Advance Company, Ltd., makes an issue of 100,000 Ordinary Shares of £1 
each, payable 5s. on application, and ISs. on allotment. Applications were 
received on Jan. 12th for 260,000 shares. On Jan. 15th the Company went to 
allotment; the application moneys received from the applicants for (50,000 shares 
were returned to them, and the excess application moneys received from the 
remaining applicants were carried forward in part satisfaction of the amounts 
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due on allotment on the shares allotted to them. The balance of the allotment 
moneys was received on Jan. 18th. 

Record the above transactions in the Journal of the Advance Company, Ltd. 


JOURNAL. 


19.. ' 

Jan. 12 Cash.Dr. i 

To Application Account [See Note (1)] j 
Being amounts paid by sundry applk- i 
ants on applications ( 68 , per share) for i 
260,000 Ordinary Shares of £1 each, i 


Jan. 15 Application Account . . . Dr. 

Allotment Account . . . „ 

To Ordinary Share Capital Account 
Being amounts payable per share on 
J appliccUion ( 63 .) and allotment (165.) 

! on 100,000 Ordinary Shares^ Nos. 1 

’ to 100,000, aUoUed this day. (Vide 

1 Minute Book, Resolution No. . . .) 


Jan. 15 ' Application Account . . .Dr. 

i To Cash. 

' Beirg return of application mmeys to 
tfusiLccessful applicants for (>0,000 
shares. 


Jan. 15 Application Account . . . Dr. \ 

To Allotment Account . . . | 

I Being applicatum moneys on 90,(KX) 1 
shares, carried forward in part satis- 1 
faction of allotment moneys due on i 
shares allotted. i 


Jan. 18 Cash. Dr. 

To Allotment Account 
Being receipt of balance of allotment 
moneys. 


Dr. i 

Or. 

£ j 

£ 

62,600 1 

62,600 


I 26,000 i 
i 76,000 : 

1 : 100,000 


! 16,000 


16,000 



22,600 


62,600 i 

I 62,600 


Notes.— (1) Separate Application Account and Allotment Account have 
been opened, in order to show the exact effect of sotiing off excess apph'cation 
moneys against amounts due on allotment. In the normal way it is sufficient 
to open a single account—the Application and Allotment Account—the entries 
in which would have been:— 


Dr. APPLICATION AND ALLOTMENT ACCOUNT. CV. 


la. . I 

Jan. 16 I To Share Capital A/c. 
„ 15 ! „ Cash returned to 
I unsuccessful appli- 

j CuiUtS ... 


i 1! Id., j 

100,000 “Jan. 12 By Cash on Applica- | 

ii tion • 

ii „ 18 1 „ „ on Allotment j 

15,000 Ii 1 

£116,000 !| j 


£ 

62,600 

62,600 

£116,000 


the transfer between Application Account and Allotment Account thus being 
cancelled out. In answering examination questions, the use of a combined 
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Application and Allotment Account in recommended, except where it ia desiroil 
to allow the transfer of excess ajiplication moneys to Allotment Account. ¥ urtker- 
moro, it should be noted that the Application and Allotment Account can be 
regarded as a “ Sundry Shareholders Account ” recording the amounts owing 
by, and received from, the shareholders 

(2) The SsQUBNOB of the above Journal entries should be noted carefully* 
No entries are made in Share Capital Account imtil the directors go to aUotment, 
since an application for shares is an offer which may be withdrawn at any time 
prior to allotment. 

When more than one class of shares is issued, a separate 
Application and Allotment Account and Share Capital Account 
will be opened in respect of each class of share. 

The Register of Members, which is a statistical book and is 
not part of the double entry system, is written up from the 
Application and Allotment Sheets and the Cash Book ; and 
finally, the share certificates are issued to the shareholders in 
exchange for the allotment letters, etc. Under Section 67 of 
the Act, certificates must be complete and ready for issue within 
two months from the date of allotment, unless the conditions of 
issue provide otherwise. 

Calls on Shares. 

When the dates of payment for further instalments are fixed 
at short intervals (say one or two months from the date of allot¬ 
ment) it is a common practice for the allotment letter to contain 
instructions as to the payment of the instalments to the company's 
bankers as and when they become due, together with receipt 
forms, etc. In such cases, the prospectus usually provides that 
the issue of the share certificates shall, for the sake of convenience, 
be deferred until the instalments are fully paid. 

If, however, the dates of payment of further instalments 
are to be determined by the directors, the latter must formally 
resolve, at a duly-convened board meeting, to call up the amount 
required, and a “ Call Letter '' setting out particulars of the 
amount due, and the date on which payment must be made to 
the company’s bankers, is sent to each shareholder. When 
Table A is adopted, at least fourteen days’ notice of calls must 
be given to members, a call must not be made less than one 
month from the date of the last call, and must not exceed 
(exclusive of premium) one-fourth of the nominal value of the 
shares. 

Call Sheets are prepared in a similar manner to the Applica¬ 
tion and Allotment Sheets, and details of each individual payment 
are entered against the shareholder’s name in the Register of 
Members, A journal entry is made debiting First Call Account 
(or Second Call Account, as the case may be), and crediting 
Share Capital Account in the general ledger with the total 
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amount due. As the amounts are paid by the shareholders, 
entries are made on the debit side of the Cash Book, from which 
postings are made in the Register of Members, while the daily or 
other periodical total is credited to the Call Account, the latter 
account being closed when all the amounts due have been paid. 
Separate Call Accoimts are opened in respect of each class of 
share issued. 

As in the case of the Application and Allotment Account 
(see page 286) the Call Accounts can bo regarded as a “ Sundry 
Shareholders Account.” 

After payment of the call, the share certificate, accompanied 
by the bankers’ receipt, is returned by the shareholder to the 
company, so that the payment of the call may be indorsed on the 
certificate. 


Calls Paid in Advance. 

It frequently be found that some shareholders prefer 
to rti^y a porl.ion or the whole of the amount not called up on 
tbeir shares ; for example, £1 shares may be issued payable as 
to 2s. 3d. on application, 2s. 6d. on allotment, and 5a. one month 
after allotment, the balance of 10s. per share to be called up as 
and when the directors think fit. In order to avoid the possi¬ 
bility of >■» call being made at a time inconvenient to himself, a 
shareholder may wish to pay up at once the full amount of the 
shares he holds ; such payments in advance an; in the nature of 
loans, and, if the company’s Articles so provide, interest may bo 
paid by the company on such sums as are not yet due, until the 
amount is actually called up. If there are no profits this interest 
must be paid out of capital. {Lock v. Queensland Investment and 
Land Mortgage Co.) Table A provides that, unless the company 
otherwise resolves at a general meeting, the interest must not 
exceed 6% per annum, and that the member is only entitled 
to dividends on the called-up portion of his shares, and not on 
the portion bearing interest. 

The amount paid up in excess of that due is known as “ Calls 
Paid in Advance,” and is recorded in the books of a^jcount by 
making a debit entry for such items in the Cash Book, and 
crediting the amount to a special Calls Paid in Advance Account 
in the general ledger. The balance on this special account is 
shown separately in the Balance Sheet and not merged in the 
share capital, as calls in advance are repayable before called-up 
capital on liquidation. The amounts so paid are credited in the 
cash section of the Shareholder’s Account in the Register of 
Members. When the call actually becomes duo, a transfer entry 
is made debiting the Calls Paid in Advance Account, and crediting 
the appropriate Call Account. 
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The amount of interest paid by a company on calls in advance 
is debited to a special Interest on Calls in Advance Account, the 
balance of which is transferred to the debit of Profit and Loss 
Account. Such interest is subject to the deduction of Income 
Tax by the comj)any at the standard rate in force at tlie date 
of payment. 


Calls in Arrear. 

It is generally found that the Articles of a company provide 
that if a call, or any sum payable at a fixed time by the terms of 
issue of shares, is not paid when due, interest at a specified rate 
is chargeable from the duo date to the date of payment. The 
amount of any calls in arrear is shown in the books as a debit 
balance on Calls Account, and this balance should be disclosed 
as a deduction from the I'espectivo class of issued share capital 
in the Balance Sheet, the net amount received being extended. 

Wlien calls are in arrear on any particular class of share cajutal, 
the issued share capital should be described as ‘‘ called-up ” and 
not “ paid-up '' in the Balance Sheet. 

Table A provides for interest on calls in arrear at the rate of 
5% per annum. 

The amount of interest (less Income Tax) received by a com¬ 
pany on calls in arrear may be credited to Profit and Loss Account 
by transfer from a special Interest on Calls in Arrear Account. 
When such interest has accrued at the date of the Balance Sheet, 
but has not been received by the company, it is considered 
advisable, from the viewpoint of prudence, to credit the am»;unt 
accrued to a Reserve Account and to defer the transfer tr. Inofit 
and Loss Account until the interest is actually received. 


Allotment of Shares credited as Fully Paid. 

It is settled law that shares may be paid for either “ in cash 
or in kind ''; but where shares are allotted for a consideration 
other than cash, e.g., for the transfer to the company of the 
assets of a business, a contract constituting the title of the allottee 
to the shares (such contract setting forth full particulars of the 
property, etc., transferred) must be filed with the Registrar 
of Companies (Section 42). If the contract is not reduced to 
writing, the prescribed particulars, stamped with the same duty 
as would have been necessary if the contract had been in writing, 
must be similarly filed. 

Shares issued in this way in exchange for assets may be 
credited as “ fully paid or as partly paid ; when issued as 
partly paid the balance must be paid in cash as and when calls 

K 
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are made by the directors. Debentures may be issued in ex¬ 
change for assets in a similar manner. The entries required are 
indicated by the following profonnd journal entries :— 


JOURNAL 


19.. 

Jan, 


Goodwill. Dr, 

Land and Buildings . , , . „ 

Plant and Machinery . . . „ 

Stock-in-trade.. 

Sundry Debtors 

Cash . . . . . „ 

To Sundry Creditors .... 
„ Brown & Jones .... 

Being assets acquired, liabilities taken 
over, and consideration for the purcfiase 
of the business of Brown d? Jones, in 
accordance with the contract dated 
.19.. 


Dr. 

; £ 

I 12,000 
i 16,000 
; 6,000 
ij 7,600 
I 11,600 
|i 1,000 
! 


Cr. 

£ 


8,000 

44,000 


Jan. 10 


Brown & Jones , . . . Dr. ^ 

To Share Capital Account . . . | 

„ Cash.; 

Being nominal value of shires credited as 
fuUy paid, allotted to | 

Alfred Brown . . £20,000 i 

Arthur Jones . . 16,000 I 

and Cash paid in settlement of purchase j 
price of the business as per contract ; 

dated .19.., and resolution of 

of the directors dated .19.. , 


44,000 I 

i 36,000 
I 9,000 


1 

i 

I 


Issue of Shares at a Discount. 

By Section 47, a company is allowed to issue at a discount 
shares of a class already issued^ provided that:— 

(а) The issue is authorised by a resolution passed at a 

general meeting of the company and sanctioned by 
the Court; 

(б) The resolution specifies the maximum rate of discount 

at which the shares are to be issued; 

(c) At the date of issue at least one year has elapsed since 
the date on which the company was entitled to 
commence business; and 

{d) The shares are issued within one month after the date 
on which the issue was sanctioned by the Court or 
within any extended time allowed by the Court. 

Particulars of any disoounte allowed on such shares, and not 
yet written off, must be disclosed in every annual return, and in 
every prospectus relating to the issue of the shares, and in every 
Balance Sheet issued subseqtiently to the issue of the shares. 
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The power to issue shares at a discount is useful where a 
company requires further capital at a time when its shares are 
quoted on the Stock Exchange below their nominal value, since 
the public would normally not be willing to pay the full nominal 
value for new shares under such circumstances but might be 
quite willing to subscribe at a price below the nominal value of 
the shares. 

EXAMPLE. 

A limited company, having complied with the necessary legal formalities, 
makes an issue of 100,000 Ordinary Shares of £1 each, at 2s. 6d. discount, 5s. 
payable on apphcation and 128. 6d. on allotment. The entire issue having been 
applied for and allotted, show the Journal entries necessary to record these 
transactions* 


Dr, Or. 

25foOO ^ 

25,000 


87.500 

12.500 

100,000 


i Cash. Dr, 62,500 

i To Application and Allotment Account 62,500 

! Being receipt of aXlolment moneys, ■ 

Note. —The discount must be brought into the books when the shares are 
allotted, since the statutory necessity to disclose the discount in the Balance vSheet 
arises when the sliares are issued. 

The Underwriting of Shares 

Except as provided above, shares must not be issued at a 
discount; the company must receive the full nominal amount 
or “ face value of its shares, but where the Articles so authorise, 
and the amount or rate per cent, is stated in the prospectus, a 
company may pay “ underwriting commission (Section 43). 

Underwriting is the application of the principle of insurance 
to company formation. Persons called “ underwritersagree 
that if the whole or a certain proportion of the shares of the 
company is not applied for by the public, they will themselves 
apply or find responsible persons to apply for the balance or a 
certain proportion of the balance of the shares. The under¬ 
writer addresses a letter to the promoter or the company agreeing 


JOURNAL. 


j Cash. Dr, 

I To Application and Allotment Account 
« Being amounts paid by sundry applic¬ 
ants on applications (6tf. per share) 
for 100,000 Ordinary Shares, 

I Application and Allotment Account Dr, 
i Discount on Shares Account . . „ 

I To Ordinary Share Capital Account 
j Being issue of 100,000 Ordinary Shares 
I of £1 each at a discount of 2«. 6d., 

I as per resoluticm dated , . . and 

I sanction of Court dated . . . {Vide 

I Minute Book, Resolution No, . .). 
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to underwrite a specified amount of the issue upon the condition 
that he shall be liable to take up only his proportion of the 
shares not taken up by the public, and that in any event he 
shall receive a specified commission. Although the letter is 
couched in terms of an agreement, it is in fact only an offer by 
the underwriter ; it requires to be accepted by the promoter or 
the company, and such acceptance must be communicated to the 
underwriter. 

If the letter containing the underwriter’s offer is addressed 
to the promoter, or to someone engaged in the formation of the 
company, it usually authorises the offeree to apply for the shares 
on behalf of the underwriter if the latter makes default. Such 
an authority is irrevocable after acceptance by the offeree, and 
{lerformance of any conditions stipulated in the underwriting 
letter. 

It is customary for the underwriter to attach to the under¬ 
writing letter a cheque for the amount of the application money 
payable on the shares underwritten. After allotment, the 
underwriter’s account is adjusted by a further cheque from him 
or a .eiuri’ of the overpayment. The commission payable under 
the cvc'roemenu is the subject of a separate settlement and may 
be pa^i in cash or by the issue of fully-paid shares. Financial 
agf’iits who place the underwriting with their clients are usually 
paid "ftu on erhiding commission. The imderwriters may enter 
ijito sub-underwriting contracts with other xmderwriters under 
which they agree to take up a proportionate share of those shares 
for which the public does not subscribe. Such contracts arc made 
between the underwriters only, the company not being a party 
thereto. 

The underwriting agreement sometimes provides that appli¬ 
cations which are “ marked with the underwriter’s stamp or 
signat'tre shall be applied in reduction of his liability if the issue 
is not fuUy subscribed. 

A person is said to underwrite “ firm ” when he agrees to 
retain as an investment or for resale part of the shares under¬ 
written. 

Similarly, an authorised rate of commission may be paid 
for “ placing ” shares, or, in the words of the Act, for “ proemmg 
subscriptions for shares.” This must be distinguished from 
underwriting—in effect, it merely involves acting as an agent 
for the sale of shares and obtaining buyers for them. 

The amount of the commissions paid must be clearly shown 
as a separate item in the Balance Sheet until it is written off 
out of subsequent revenue. 

The commission payable must not in any case exceed 10 per 
cent, of the price at which the shares are issued, and the number 
of shares underwritten ‘‘ firm ” must be disclosed in the prospectus 
or statement in lieu thereof. 
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In addition to underwriting commission, a company may 
legally pay a reasonable ^ “ brokerage ” to stockbrokers and others 
who introduce applicants for shares or debentures. In such cases 
the application forms are marked by the broker with his office 
stamp. 


EXAMPLE. 

The Stone Co., Ltd., makes a public issue of 50,000 shares of £1 each at par 
on 1st January, payable 6s. per share on application, Ss. on allotment, and the 
balance as and when required. A underwrites 20,000 shares, B 20,000 shares, 
and C 10,000 shares for a commission of 2J%. A himself takes 6,000 out of the 
20,000 shares which he underwrites. The company went to allotment on 10th 
January on a public subscription of 27,000 .shares. Show the records of the 
above transactions. 


Total shares issued 


. 50,000 

Public subscription 

27,000 


♦ Taken by 

5,000 

32,000 

♦ Underwriters’ net liability 


18,000 


♦Note.—I n some ciiscs, the underwriters’combined’liability is determined 
by the difference between the total issue and public subscription ; subscriptions 
taken by any underwriter for himself, i.e., taken “ firm,” being deducted from 
each individual’s proportion of the combined liability. The method to be 
ado])tod dcp(mds upon the precise wording of the underwriting letter. 



Shares 

Underwritten. 

Shares taken 
Firm. 

Liability. 

Proportion. 

j Net 

j Liability. 

A 

20,000 

5,000 

15,000 

U* of 18,000 

1 0,000 

B 

1 20,000 

1 

20,000 i 

n of 18,000 

; 8,(X)0 

C 

1 10,000 

! 

! 10,000 

U* of 18,000 

4.0<\I 


i .OO.iKK) 

j r),otK) 

15,000 1 


i 18,000 


UNDERWRITERS’ LIABILITY. 



ToUl shares 

Total Amount 

Amount of 

{ Balaneo 

Amount 

Date of 

i o.u. 


j allotted. 

1 

payable at lOs. 

DeptJsit. 

; payable. 

returnable. 

Tayment 

1 


1 

£ 

£ 

I ^ 

£ 

19.. 

i 

A . 

, i 11,000 

6,500 

6,000 

600 


Jan. 11 

i 1 

B . 

8,000 

4,000 

5,000 

! 

1,000 

„ 10 

1 1 

C . 

•4,000 

2,000 

I 2,500 

1 •’ 

1 5(M) 

„ 10 

1 1 


j 23,000 

£11,{W)0 

£12,500 

'i £500 

“ £1,500 

i 


* It has been held {Metropoliian Coal AsaockUion v. Scritmjeour) that j>er 
cent, is reasonable brokerage. 
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CASH BOOK. 


19.. 
Jan. 1 


tf 


11 


n I 


I 


To Sundry Under¬ 
writers :— 

A, deposit on 20,000 

oKavAfi 

B, deposit on 20,000 
shares 

C, deposit on 10,000 
shares 

„ Application and 
Allotment A/c.— 
Deposits on appli- 
tions for 27,000 
shares 

„ Sundry Under¬ 
writers :— 
Further amount paid 

„ Application and 
Allotment A/c.— 
Amounts paid on 
allotment of 
27,000 shares 


Jan. n , To Bw 'enoe |6/d. 


6,000 

6,000 

2,500 


19.. 
Jan. 10 


10 


11 


By Sundry Under¬ 
writers, amount 
refunded ;— 

B, . £1,000 

C, . . 600 

,, U nderwriting Com - 

mission:— 

A, . . £600 

B, . .600 

C, . . 250 

„ Balance 


6,760 


500 


6,760 j 

£26,600 

. . _!i 

23.760 ;j 

1| 


JOURNAL. 


19.. 
Jan. 10 

1 

Application and Allotment Account . Dr. 

To Share Capital Account 

Being amounts payable on application 
{bs.)f and allotment (6a.) per share on 
27,000 shares, numbered 1 to 27,000, 
allotted in response to sundry applica 
Horn as per resolution oj the direcUrs 
dated .. 19.. 


Dr. 

£ 

13,500 

Jan.10 

Application and Allotment Account . Dr. 

To Share Capital Account 

Being amounts payable on application 
{68,) and aUotment (6s,) per share on 
23,000shares,numbered21,001 to50,000, 
aUoUed to sundry underwriters this 
dale, per resolution of the directors 
dat^ .. 19.. 

1 

11,500 

Jan.10 

Sundry Underwriters . . , Dr. 

To Application and Allotment Account . 
Being transfer of amounts pa^d on shares 
allotted to unaerivriters. 


11,600 


Cr. 

£ 

1,600 

1,260 
cfd, 23,760 


£26,600 


Cr, 

£ 

13,600 


11,600 


11,500 
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The Ledger Accounts will appear as follows :— 


Dr 

SUNDRY UNDERWRITERS. 


Cr. 

19.. j 


£ 19.. 


i 

1 

£ 

Jan. 10 

To Application and 

Jan. 1 

By Cash . 

. j 

12,600 

1 

Allotment A/c. . 

11,600 „ 11 


* * i 

600 

10; 

„ Caah . 

1,500 




j 


£13,000 


1 

1 

£13,000 


Dr. 

APPLICATION AND ALLOTMENT ACCOUNT. 

Cr. 

19.. 



£ 1 19.. 

1 

£ 

Jan. 10 

To Share Capital A/c. 


13,600 Jan. 1 

By Cash 

6,750 

„ 10 

a it it ft 


11,500 „ 10 

„ Sundry Under- i 






writers . . ; 

11,600 




1 „ 11 

„ Cash . . . 1 

6,760 




£25,000 ! 

i 

£25,000 

Dr. 

UNDERWRITING COMMISSION ACCOUNT. 

Cr 

19.. 


i 

£ 


! 


Jan. 10 To Cash , . • 1 ! 1,250 i; 


This account is usually written off by periodical allocations of prohls from 
the Profit and Loss Account. 


Dr. SHARE CAPITAL ACCOUNT. Cr. 


19.. £ 

Jan. 10 By Application and 

Allotment A/c. . 13,500 

„ 10 ! „ Application and 

I Allotment A/c. . 11,500 


Where only a part of an issue is underwritten, the under¬ 
writer is only liable for a corresponding part of the shares not 
taken up by the public. Thus, if an issue of 50,000 shares is 
made, of which 25,000 are underwitten, and the public apply 
for only 20,000 shares, the liability of the underwriter wifi be 
restricted to 15,000 shares, i.e., 60 per cent, of the shares not 
taken up by the public. In effect, the company may be looked 
upon as its own underwriter for tWt portion of the issue which 
it has not underwritten. 
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Premiums on Shares. 

The real or “ intrinsic value of shares largely depends upon 
the success (or otherwise) of a company as evidenced by the 
amount of dividends paid and the strength of the financial position 
disclosed in its balance sheets. Thus, a successful company 
making a further issue of shares is often able to obtain for such 
shares a higher price than their nominal or face value ; in other 
words they are issued “ at a premium/' 

These premiums, when received, should be debited to cash 
and credited to a special “ Premium on Shares Account," and 
shown separately, under that heading, in the company's Balance 
Sheets. Alternatively, they may be credited to a Capital Reserve 
Account and may be used, in certain cases, to write down the book 
values of such items as Goodwill, Preliminary Expenses, etc. 
They must not be credited to Share Capital Account as they do 
not form part of the capital of the company. Premiums on 
shares are not trading profits, and it is therefore inadvisable to 
credit them to the Profit and Loss Account, although, subject 
to an}' provision in the Articles, it would not be illegal to do so. 

EXAMPLE. 

.M'jvcorae Company, Limited, issued, on 1st March, 25,000 Ordinary 
sh ades o* ea^h at a premium of 5s. per share, payable os to 2s. Gil. on application, 
78. ."a allotment (including the premium), and the balance as and when 

re.iuired, 'I'iic company went to allotment on 10th March. Prepare .fournal 
entric^: r*'(y>idmg the above trangactions. 

JOURNAL. 


19.. I 

Mar. 1 ' Cash. Dr. 

To Application and Allotment Account . 
j Iking amounts jKiid by sundry applicants 
\ on applications (2s. 6d. per share) for 

25,000 Ordinary Shares of £1 each. 

Mar. 10 Application and Allotment Account . Dr. 
j To Share Capital Account 

I „ Premium on Shares Account 

I Being total amount jmyafAe on apjdica- 

j iio7i i2s. 6d, per sJuire) and allotment 

1 (Is, 6d., including tJtc premium, 5s. 

! per share) on 25,(KM) Ordinary Shares of 

! £1 each, numbered 1 to 25,000, allotted 

! this day. (Vide Minute Book, ResolU’ 

j tion No. ...) 

iMar. 12 | Cash . Dr. 

j To Application and Allotment Account . 

I Being receipt of amounts due on allot¬ 
ment. 
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Premiums on shares may bo payable either with the applica¬ 
tion money or with the allotment money or with one of the 
call moneys, according to the terms of issue. This treatment 
should be compared with that obtaining in the case of an issue 
of shares at a discount (see page 290). 


Preliminary Expenses. 

The whole of the expenses consequent upon the formation 
and incorporation of the company are charged to a Preliminary 
Expenses Account and treated, temporarily, as a fictitious asset. 
These preliminary expenses include such items as— 

(1) Legal, accoimting and valuation charges, capital duty 
and other stamps and fees on various documents 
relating either to incorporation or to the conveyance 
to the company of property acquired. 

(2) CJost of memorandum, articles, prospectus and ad¬ 
vertisements. 

(3) Cost of share certificates, the statutory registers, books 
of account and the company’s seal. 

This account should be written off out of profits as soon as 
possible, say during the first four or five years of the existence of 
the company. 

I’he Balance Sheet of the company must show, under separate 
headings, the following items, so far as they are not written off:— 

(a) The preliminary expenses; and 

(/>) The expenses incurred in connection with any issue of 
share capital or debentures (Section 124, Companies 
Act, 1929). 

From the strict wording of Section 124, it w oTild appear that 
the cost of advertising the prospectus, preparing the share certifi¬ 
cates, Stamp duty on return of allotments, etc., are exj>enses 
incurred in coimcction with an issue of capital and should there¬ 
fore be kept distinct from preliminary expenses such as legal 
fees and stamp duties on the purchase of assets, valuers’ and 
auditors’ fees in connection with the prospectus, cost of memo¬ 
randum, etc. It is sometimes difficult, however, to sec exactly 
where the line should be drawn. 


A PRACTICAL EXAMPLE OF COMPANY FORMATION 

The following example illustrates the entries required in the 
financial books of a newly-formed company, and the entries in 
the Application and Allotment Book and Register of Members. 

K* 
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EXAMPLE. 

The Stoneware Company, Limited, with an authorised capital of 20,000 
Ordinal^ Shares of £1 each, is formed to acquire the business of Smith & Brown 
on 1st January, 19.. The assets acquired comprise— 

Goodwill . . . £5,000 Premises . . £4,000 

Plant, Machinery . , 1,600 Stock . . 3,600 

Debtors , . . 2,600 Cash . . . 1,600 

am! the liabilities taken over amount to £2,000, owing to sundry creditors. 

The v^mders, Arthur Smith and William Brown (who are equal partners), 
agree to -incept £1^,00«) in luUy paid shares and tlie balance in cash (to l>e paid 
on 12tii l ebruary 19..). They also take 1,000 shares each, for which they pay 
cash the usual way. 

Pr. 'iuilnaij expenses amounting to £900 were paid by the company on 12th 
Februury, 19.. 

Shares are applied for and allotted as follows :— 


Arthur Smith 


Applied for 
1,000 

Allotted. 

1,000 

William Brown 


1,000 

1,000 

Albert Jones . 


1,600 

1,500 

William Black 


1,600 

1,500 

Edward Lord 


3,000 

2,000 

Arthur Richards 


600 

600 

Alfred Miller . 


600 

600 


The shares were payable, 6s. on application, 5c. on allotment (9th January, 
19..), and the remaining 10s, per share on 10th February, 19.. 
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19.. 

Jan. 9 


Jan. 9 


Jan. 9 


Feb. 10 


JOURNAL. 


Application and Allotment Account . Dr. 

To Share Capital Account 

Being amounts payable on appliaUion 
(55.) a7id allotment (65.) per share on 
8,000 Ordinary ShireSf numbered 1 to 
8,000, aUolted to sundry persons this 
date. {Vide Minute Book^ Resohdim 
No...) 

Dr. 

£ 

' 4,000 

, 

' 

Sundries ...... Dr. 

To Sundries 


Goodwill ...... 

6,000 

l^remiseo ....... 

4,000 

Plant and Machinery .... 

1,500 

Stock in trade. 

3,500 

Debtors. 

' 2,600 

Cash . 

To Creditors . 

,, Vendors. 

Being assets acquired, liabilities taken over, 
arid purchase price of the btisiness of 
Messrs Smith <k Brown, in accordance 

with contract dated .. 19.., 

and resolution of the directors, dated 
. 19.. 

1,500 

Vendors ...... Dr. 

To Share Capital Account 

Being allotment of 12,(X)0 Ordimmj 
Shares, Nos. 8,001 to 20,000, in part 
settlement of purchase price per resolu¬ 
tion of the directors, dated .. 

19.. 

: 12,000 

,1 

]i 

Call Account ..... Dr, 
To Share Capital Account 

Being amount of coil, IO 5 . per share, on 
8,000 Ordinary Shares due this day in 
accordance mth the terms of the pros¬ 
pectus, dated . ,19.. 

. 4,000 


Cr. 

£ 

4,000 


2,000 

16,000 


12,000 


4,000 
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Call Sheets are prepared in similar manner to the aboye, the heading for the yarioos columns being Call Letter No., Shareholder’s Name 
Address, Share Ledger Folio, Number of Shares, Amount, Date of Payment, Osish Book Folio, and Remarks. 
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Dr- []':XTHA(rj’S FROM] CASH BOOK. Or. 


19., 

Jan. 1 

To Vendors . 


: £ 

1 

£ 1 19.. t 

1,600 i Feb. 12 i By Vendors . . . ! 

»» t* 

„ Application and Allot- 


, „ „ 1 „ Preliminary Expenses 

.. 

ment Account — 

A. Smith, No. 1 . 

I 250 

tt 

W. Brown, 

2 . 

260 

i 

*» i» 

A. Jones, 

„ 3 . 

375 

l' ' ' 

» 2 

W. Black, 

» 4 . 

375 

•t t* 

E. Jjord, 

,, 5 . 

750 



A. Richards, 

,, 0 . 

125 

i 

>/ >> 

A. Miller, 

» 7 . 

! 125 

1 

Jan.11 

„ Application and Allot¬ 
ment Account — 

A. Smith, No. 1 . 

; 250 

2,250. 

' 1 
t 

>» »» 

W. Brown, 

„ 2. 

250 

' ; 

tt »» 

A. Jones, 

„ 3. 

375 


tt )> 

W. Black, 

M 4. 

i 375 

i 

tt tt 

E. I^ord, 

„ 5 . 

250 

i 

It tt 

A. Richards, 

.. 8. 

125 


/» »» 

^ A. Miller, 

7. 

125 


Feb.12 

tt tt 

„ Call Account— 
A. Smith, 

No. 1 . 

! 

! 5(K) 

1,750 

ft tt 

VV. Brown, 

n 2. 

i 500 


It tt 

A. Jones, 

n 3 . 

750 


tt tt 

W. IBack, 

n 4, 

750 

■ 

tt tt 

E. liOrd, 


1,000 


It tt 

A. Rif^hnrds, 

,1 b. 

250 


It It 

A. Miller, 

7 . 

250 





“““ 

4,000 i 


Dr. OBOlNAliY SHARK CAPITAL ACCOUNT. Cr. 


19,. 

Feb. 10 To Balance 


£ 

19.. 


£ 

r;d. 20,000 

Jan. 9 

By Appln. and 
Allotment 
Account . 

i 4,000 


9 

„ Vendors 

: 12,000 

; 

£20.(HH) 

Feb. 10 

„ Call Account 

; 4,CX)9 

£20,(XX) 

j 

Feb. 10 

By Balance 

b/d. : 20.000 


Dr. APPLICATION ANO ALLOTMENT ACCOUNT. Cr. 




£ i 

19.. 

j 

£ 

To Onlinary 



Jan. 2 

Bv Ca.sh . .1 

2,250 

Shaise Capital 


1 

1 

M 11 

»f »» • • ! 1 

1,750 

Account 


1 4,000 


1 

i i 

i 



£4,000 


1 ' 

£4,000 


1 

1 

j 


__L _ 
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J)r. 


CALL ACCOUNT 


Cr. 

19.. 

! 

! 


i 

! £ 

19.. 



£ 

Feb. 10 

1 To Ordinary 


j 

Feb. 12 

By C-ash . 




j Share Capital 


i 






Account 

1 


! 4,000 

! - 

i 




4,(KU> 

Dr. 


VENDORS’ ACCOUNT. 

Cr. 

19.. 

1 

I 

£ 

19.. 



i 

Jan. 9 

To Ordinary j 


Jan. 9 

By Sundry Net 




Share Capital ; 



Assets . 


16,000 


Account . t 

12,000 





Feb. 12 

„Cu8h . . j 

4,000 






1 

£16,000 1 




£16,000 


_ 

_1 







Dr. 


PRELIMINARY EXPENSES ACCOUNT. 


Cr. 


19.. ' 

F«!>. iC I'o Cash . 



£ 



900 ; 



GOODWILL ACCOONT. Cr. 


19.. 1 j 

£ 




Jan. 9 1 To Vendors ' 

5,000 





Dr. PREMISES ACCOUNT. Cr. 


i 

19 : 

£ 1 j 1 

Jan. 9 1 To Vendors . j 

1 1 

4,000 1 1 1 

i i: 1 i 


Dr. PLANT AND MACHINERY ACCOUNT. Cr. 


19.. 


i 

1 £ 1 



Jan. 9 

To Vendors 

L 1 

1,500 i s 

1 




STOCK-IN-TRADE ACCOUNT. Cr. 


19.. 

j 

£ 





Jan. 9 

To Vendors . j 

3,500 
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Dr. SUNDRY DEBTORS. Cr. 


19.. 


1 

i ^ 




Jan. 9 

To Vendors 

1 2,600 





Dr. SUNDRY CREDITORS. Cr. 


I ' * 

By Vendors . ; i 2,000 

I 


Not*. —^I'he last two accounts are included for the sake of completeness, 
but in practice the Sun<^ Debtors and Sundry Creditors would appear in the 
books as a series of opening balances upon personal accounts in the sales ledger 
and purchases ledger respectively, 



i 

1 

! ly.. 


I 

1 

' 1 

i Jan. 9 


THE STONEWARE CO., LTD. 
Balaiiob Shbbt as at 12th Febbuaby, 19. 


« Liabilities. 
Authorised Capital;— 
20,000 Ordinary Shai 
each 

Issued Capital:— 
20,000 Ordinary Shai 
each, fully paid 
Sundry Creditors . 


i 

I £ 

Assets. 

£ 

1 

Goodwill at cost . 

6,000 

£1 

Premises at cost . 

4,000 

. j 20,000 

Plant and Machinery at cost . 

1,500 

!——■— 

Stock-in-trade 

3,500 

£1 1 

! Sundry Debtors 

2,500 

. ' 20,000 ; 

1 Cash. 

4,600 

. i 2,000 

1 Preliminary Exj)en8e8 . 

900 

j £22,000 

1 

i 

£22,000 


REGISTER OF MEMBERS AND SHARE LEDGER. 

Name Arthur Smith, Datk ok ENTRY AS A membkr : 9f' January, 19 . 

ADDRESS: Fern VtUa, Croydon. DATE Of CEASING TO BE A HEMBBR : 

DESCRIPTION : Manufacturer. 


Date. 


19.. 
Jan. 9 


Dr. 

GASH ACCOUNT. 

Cr. 

Date. Parilcolars. i No. 

Amount. Date. Particulars. 

O.B. , 

Amount. 

19.. : 

£ 8. d. ! 19.. 

£ f. d. 

Jan. 9 To Appn. and Allot.! 1 

600 0 0 Jan. 1 By Oaah . 

11 260 0 0 

Feb.lO ‘ „ PkstOaU . i 1 

600 0 0 11 „ „ 

1 1 i 260 0 0 

1 

i 1 

Feb. 12 : „ „ 

2 600 0 0 

1 

! ! 

___ l_ 

£1,000 0 0: 

£1,000 0 0 


SHARKS ACQUIRED, 


SHARES DISPOSED OP. 


Allot. No. 
or 

i Trefr. No, 


i 1 

M 8 . 

I credited a 


No. of i 
Shares.! 


1,000 

6,000 


DijBtinctiTC Nob. 
From ! To 


1 I l.OOi) 


s f^y pjAid on iiwue. 


Nominal 

1 Date. 

Transfer 

No. of 

DisUnctive Nob. 

Nominal 

Value, 

No. 

Sharee. 

From I To 

Value. 

£ A d. I; 

1,000 0 0 il 

6,000 0 0 II 

_ ^1 _ 


1 

i 

£ a. d. 


The rcoiaiuiue shareholden' aoc^^onts ail! appear in similar form to tlie abo?e, and their oomUnod 
baianoos will equal the balance of the Share Capital Aooount in the general ledger. 
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The Statutory Report. 

Within a period of not less than one month nor more than three 
months from the date at which a newly-formed public company 
is entitled to commence business, it must hold a general meeting 
—termed the “ statutory meeting ”—^for the discussion of any 
matter arising out of (1) the formation of the company, and (2) the 
“ statutory report.” 

The Statutory Report is the report which, in accordance 
with Section 113 of the Companies Act, 1929, must be circulated 
among the members of every public company limited by shares, 
at least seven da 3 rs before the date of the “ statutory meeting.” 

The report must state, inter alia, the number of shares allotted, 
distinguishing those fuUy or partly paid-up otherwise than in 
cash, and the consideration given; the total amount of cash 
received in respect of its shares distinguished as aforesaid ; an 
abstract of the company’s receipts and the payments thereout, 
exhibiting under distinctive headings the company’s receipts from 
sharer a. id debentures and other sources, and the payments made 
thereout, with .on account of the balance in hand, and an account 
01 estirrate of the preliminary expenses ; the names, addresses, 
and descriptions of directors, auditors (if any), managers (if any), 
and r. o*eta:y ; and particulars of any contract the modification 
of which the laeeting will be asked to approve, together with 
partieularc of the modification or proposed modification. 

The statutory report as a whole must be certified by at least 
two directors, or, where there are less than two directors, by the 
sole director and manager, and as regards the total number of 
shares allotted, the total cash received in respect of such shares, 
and the receipts and payments on capital account, by the auditors 
(if any), as being a correct report. A copy, duly certified, must be 
^ed with the ^gistrar immediately copies are sent to members 
of the company. A private company need not hold a statutory 
meeting nor prepare or file a statutory report. 

An example of the Statutory Report is given on page 305. 
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• Form No. «. 

"THE COMPANIES ACT. 1929.’* 

IRcport 

(Purauaut to Section 113 of The Companies Act, ID'iO) 

OF 

The Stoneware Company 

LIMITED. 

(a) The Total Number of Shares allotted Is 2(i,000, of which It/n'O are allotted <m fuUy paid up, in 
consideration of Sundry Atseis and lAabttUies trarufnred to the Company by virtue of the afrreemerU. dtiud 
fist January 19.., entered xnto \Hth the vendors^ and upon each of the remaining' Shares the sum of One 
Pound has been paid in Cash. 

ip) The Total Amount of Cash received by the Company in respect of the Shares Issued wholly for 
Cash is £S/f<K)y and on tlio Shares iasued partly for Cash is nil. 

(c) The Receipts and Payments of the Company to the First day of March, 19.are as follows :— 


Particulars of Receipts. i Particulars of Payments. 

: E j d. ;| £ 1 #. 

Cash takt-n 01 er from Vendors , 1,.tOo [Part Payment of Purchase of* j 

Sundry Shareholders . . 8,0<K) d ! 0 Btisincss .... lijifui j o 

Trading Receipts . . . 2,C>(K> J , Preliminary Expenses . 'MM) j 0 

I . Trading Payments . . . fjHsi i o 

j J Balance, Cash at Bank T>,V}0 ! 0 

tU,(m \ 0 '■ 0 !; ! 0 

; I i< 

Presented for filing by Albert Jones, Chartered Secretary, 

SI Finsbury Parement, 

E.C.S. 


The following is an Account (or Plstimatc) of the I’rcliminary Kxpenses of the Company 

I i I s. J. 

j 

tMxf ‘ 0 0 


(d) Nameh, Addre.^.sf's, and Dcacriptiona 
Secretary of the Coni[»any :— 

of the Directors, Auditors (if any) 

Managers ^if any), and 



MRKiTl'OR.'^. 


Surname. 

Christian Name. 

Addieiis 

Description. 

Smith 

Arthur 

Fern VtUa, Croydon 

Mann factum 

brown 

WiUtam 

Elm House, liichmond 

Do 



AUDITORS. 


Names. 

.I 

Address. ! 

Descripllon. 


d. 

fi 

0 

V 

0 

0 



Griffiths d Bandon 


61 Colt'iiKiH S.rrti S,C,f, 


Char ureii A cco « nta aU 
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UANAOHnS. 


Surname. 

Christian Name. 

Address. 

Description. 


1 

i 



SBORBTARY. 


Sorname. ! 

Christian Name. 

Address. 

1 Description. 

1 

Jones ' 

Albert 

tl Finsbwy Pavement, B.C.3. 

Chartered Secretary 


(€) Particalars of anj Contract the modification of which is to be Bubmitted to the Meeting for its 
approval, together with the particulars of the modification or proposed modification:— 

m. 


■®ac bercbg Cettifg tbta IRcpott. 


A. Smithy \ Two 
Wm. Brown, j Directors 


TKHf bCtCb^ that so much of this Report as relat^ee to the Shares allotted by tlie 

"Company and to the Cash received in respect of such Shares and to the Receipts and Payments 
of the Company on Capital Account is correct. 

Ofigiths A Bdndon, \ 

Chartered AccounuinU. / 

Dated the 5t,h day of March, 19.. 


Transfer of Shares. 

Transfers of shares are recorded in the Register of Transfers 
(see page 281), from which the entries are posted to the Register 
of Members. AH transfers must be sanctioned by resolution 
of the Board of Directors. It is customary for companies to 
demand a small charge (usually 2s. 6d.) for registration of a 
transfer. These transfer fees are debited in the cash book and 
credited through a Transfer Fees Account to the Profit and Loss 
Account. Apart from these entries, the transfer of shares will 
not affect the accounting entries in the books of the company. 

After a call has been made, the customary practice of limited 
companies is to accept transfers of shares only if the .bankers' 
receipt for payment of the call money is produced with the relative 
transfer and share certificate. Occasionally, however, share¬ 
holders are unable to pay the call, and accordingly sell all or 
part of their shares to some one who is willing to undertake the 
liability. The following problem illustrates this procedure :— 

EXAMPLE. 

On Ist February, 19.., a company offered for subacription 100,000 Ordinary 
Shares of £1 each, of which 28.6d. was payable on application, 2s. 6d. on allotment, 
2s. 0d. on Ist March, 28. 6d. on 1st Aprff, 28. 6d. on Ist May, 2s. 6d. on Ist June, 
and the remainder in calls of 2 b. 6d. as and when required on one month’s notice. 
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Among tho allottees (No. 21) was James Summerville, of 80 High Street, 
Smethwick, Ironfounder, who, on 4th February, 19.., applied for 1,000 shares, 
which were allotted to him on 16th February, and he paid the amount due on 
allotment on 18th February. The amounts due on the first, second, and third 
calls he paid on the due dates. On 10th May he transferred 400 of those shares 
to Peter Oak, Metal Merchant, of 110 Market Street, Swansea. On 3rd June, 
James Summerville paid the fourth call on the shares then held by him. Supply 
distinctive numbers to the shares, and record the transactions as regards James 
Summerville and Peter Oak in a Share Ledger ruled in such a way as you think 
most suitable and convenient 


REGISTER OF MEMBERS and SHARE LEDGER. 


NamR : 

ADDIlKAS : 
DESCIUPIION : 

James Summerville, 

SO UiQh Street, Smethtotek. 
Ironfounder. 


Date op entry as a member ; 

Date op ckarino to be a member : 

Ibth February, 19.. 

Dr. 


CASH ACCOUNT. 


Cr. 


Date. 

Particulars. No. 

Amount. 

Date. Particulars. 

lO.B. 

|Fo.' 

Amount. 


19.. 

per 1 
slxarc. 

£ 

, 19.. 

i 

£ 


Fob. If) 
Mar. 1 
Apl. 1 

1 May 1 
June 1 

To Appln. and Allot. 6/- ' 

First Call. . 2/6 i 

„ SmindOall . 2/6 , 

„ Ttiird Call . 2/6 ; 

„ Fourth Call . 2/6 i 

1 _ _ ' 

250 

126 

126 

126 

75 

, Feb. 4 By Cash 

18 „ . . . 
Mar. 1 , „ „ 

; Apl. 1 .. 

May 1 , „ „ 

1 June 3 j „ 

j 

1 

125 

125 

126 

126 

126 

76 




SHARES ACQUIRED. 



SHARES DISPOSED OP. 


Date. 

Allotment 

Distinctive Nos. 

Nominal 

Date. 1 

Transfer 

No. of 

Distinctive Nos. 

Nominal 

From 1 To 

Amount. 

No. 

Shares. 

Prom 

To 

Amount. 

19.. 

Feb. 16 1 

21 ; 1,000 

6,001 i 6,000 

£ 

1,000 : 

19.. 

May 10 1 

60 

Bal. c/d. 

400 

600 

6,001 

6,401 

6,400 

6,000 

£ 

400 

600 




£l,0O0_ 



i 



! ^,000 

May 10 

bid. 1 600 

6,401 6,000 1 

coo 





i 

I 


NAME : Peter Oak, DATS op ENTRY AS A MKMBER : IWA May, 19.. 

ADDRESS : no Market Street, Swansea. DATE OP OBASINa TO BK A MEMBER 

DESCRIPTION ; Metal Merchant. 


Dr. 



CASH ACVXIUNT. 


Cr, 

Date. 

Particulars. 

No. 

Amount. Date. ; 

Partioulan. 

Amount. 

10.. 
May 10 

Shares, 12/6 paid up on 


; £ ; i 

i ' ' 


' :| 

i li 


tranter . 




i 

June 1 

To Fourth Call, 2/6 


1 60 i 

! 1 


1 ’ 


SHARES ACQUIRED. i SHARES DISPOSED OP. 


Date, j 

Allotment 
or Trans¬ 
fer No. 

No. of 
Shares 

Distinctive Nos. 

From 1 To 

Nominal 

Amount. 

1 

{ Date. 

Transfer 

No. 

No. of 
Shares. 

Distinctive Nos. 
From 1 To 

Nominil 

Amoonf. 

19.. 
Way 10 

60 

400 

1 

5,001 

6,400 

£ 

400 

i 

1 

1 

i 



1 
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A coasiderablci proportion of tho transfers which are (effected 
is, however, in resjiect of sliares which are already fully paid. 
Apart from this fact, the entries in the Register of Members are 
on similar lines to those in the above example. 


Transmission of Shares. 

Upon the death of a shareholder, the shares held by him are 
not transferred to his executor or administrator, but remain 
in the name of the deceased member until they are sold or until 
they are transferred to a beneficiary. Subject to the provisions 
of the company’s Articles, however, the deceased shareholder’s 
executors or administrators can, if they wish, have the shares 
transferred into their own names. 

The usual procedure is for the executor or administrator 
to forward to the company a copy of the probate or letters of 
administration for registration. Particulars are entered in a 
Hegi.ster of Prol^ates, and a memorandum of the death is made 
on tho deceased shareholder’s account in the Register of Members, 
togelaer vdth the names and addresses of the executors or 
admi!;istratorrt. 

The Act provides that production to the company of any 
doe; uLent which is legal evidence of probate, or letters of 
admimstratior^, must be accepted by the company, notwith¬ 
standing anything in its Articles. 

Forfeiture and Reissue of Shares. 

Where the amount due upon shares is payable by instalments, 
it occasionally happens that a shareholder fails to pay one of the 
instalments. The articles of association of most companies 
authorise the directors, after certain formalities have been 
obsei ved, to ‘‘ forfeit ” such shares. The procedure as laid down 
by Table A, and its effects, are as follows :— 

(a) Directors may, at any time after failure to pay a call or instalment, 
serve the defaulting membt'r with a notice requiring payment of the 
amount due, with any accrued interest. 

{b) The notice must give at least foui-teen days for payment, and must 
state that the shares will be forfeited in the event of non-piiyment. 

(c) If default is made, the direotois may resolve to forfeit the shares. 

(d) Forfeited shares may be sold or otherwise disposed of, but until this 

happens the forfeiture may be cancelled. 

(e) The defaulter cease’s to be a member of the company, but until the 

nominal amount of the shares is received, he is liable to the company 
for all sums due from him at the date of forfeiture. 

(/) A .statutory declaration of a director stating that certain shares have 
l>een forfeited, and a receipt for the amount paid, form a good title 
bo the shares. 

ig) Calls, instalments and premiums on the shares are included in the 
above provisions. 
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When shares are forfeited the entries required in the com¬ 
pany's financial books are :— 

(i) Debit the Share Capital Account and credit Forfeited 

Shares Account with the whole amount previously 
credited to the former account in respect of the shares 
forfeited (i.e., the amount mlled-up on the shares). 

(ii) Debit the Forfeited Shares Account and credit the 

Call Account or Accounts with the instalments 
owing but unpaid by the shareholder at the time of 
forfeiture. 

Unless or until the shares arc reissued, tlie Ijalarice on the 
Forfeited Shares Account (representing the amount already 
received from the defaulting member) will be shown as a separate 
item on the liabilities side of the Balance Sheet. 


EXAMPLE. 

Thu X. Y. Z. Co., Ltd., has a nominal capital of £20,000, divided into 20,000 
Ordinary Shares of £1 each. The whole of the capital has Ix^en issued at par 
on the following terms ;— 


Payable on Application 
Payable on Allotment 
First Oil . 

Second Call 


2s. Od. per share. 
23. 6d. per share. 
10s. Od. per share. 
5s. Od. per share 


The calls liave bt'cn made and paid in full by the mernbt'rs with the exception 
of A. Jackson, who luus failed to pay the first and second calls on the 100 shares 
allotted to him. On 1st Dcc<‘mber the directors resolve to forfeit the shares. 

Show the journal entries recording the forfeiture, the Call Accounts, and the 
Share Capital Account, and show how the above items will appar in a Balance 
Sheet prepared immediately after the forfeiture. 


JOURNAL. 


19.. 

Dec. 1 Share Capital Account .... IM 
To Forfeited Shares Account 
I Iking forjeiture of 100 shares allotted to A, 
Jackson^ tor non-paymeiU of the first and 
; second calls of IO 5 . and 5s. per share re> 

i spectively, as per Resolution of this date. 


£ £ 
100 

100 


„ „ I F'orfeited Shares Account . . .Dr. 

I To First Call Account. 

„ Second Call Account .... 

! Being transfer of calls unpaid on forfeiture of 
the above shares. 


60 

25 
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Dr 

SHARE CAPITAL ACCOUNT. 

Cr 

19.. 

Dec. 1 

1* 

To Forfeited Shares 

Account 
„ Balance, 

f/d. 

£ 19.. 

100 

19,900 

By Application and Allot¬ 
ment Account 
„ First Call Account . 

„ Second Call Account 


£ 

6,000 

10,000 

6,000 




£20,000 



£20,000 




19.. 

Dec. 1 

By Balance . 

6/d. 

19,900 

Or. 


FIRST CALL ACCOUNT. 

Cr. 

19.. 

To Share Capital Account 


ji 

£ ii 19.. 
10,000 j 

i| 1 

By Cash 

„ Forfeited Shares 

Account 


£ 

9,950 

50 




£10,000 J 



£10,000 

/>. 

< 

SECOND CALL ACCOUNT. 

Cr. 

19.. 

1 

To Sha'^ii Capital Account 

i ! 


£ 19.. 

6,000 , 

, Dec. 1 

By Cash . . . ! 

„ Forfeited Shares I 

Account 

£ 

4,975 

25 




£5,000 1 

' 

£5,000 

Dr. 

FORFEITED SHARES ACCOUNT. 

Cr. 

19.. 
Deo. 1 

To Call Accounts . . j 

„ Balance . 

cjd. 

1 

£ : 19.. 

76 : Dec. 1 
25 : 

By Share Capital Account 


£ 

100 


i 

! 

1 

£100 j 



£100 


i 

i 

• j 

1 


19.. 
i Dec. 1 

i 

By Balance . 

6/d. 

25 


The capital items would appear in the Balance ‘iheet thus ;— 


Avihorised CapUal :— £ £ 

20,000 Orainary Shares of £1 each . . . 20,000 

Issued Capital :— 

20,000 Ordinary Shares of £1 each, fully called . 20,000 

Less Shares forfeited.100 

- 19,900 

Forfeited Shares Account . . . • 25 


Note, —For examination purpose's one compound journal entry can bo used 
to record the forfeiture of the chares, viz.:— 


£ £ 


Share Capital Account . , Dr. 100 

To First Call Account ... 50 


„ Second Call Account ... 25 

„ Forfeited Shares Account . . 25 
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If, as is usual, the directors have power to reissue the 
forfeited shares, they may do so by selling them to a new purchaser 
for any sum they can obtain which, together with the amount 
previously received from the original holder, is not less than the 
called-up value of the shares on the date when they are reissued. 

Upon reissue the necessary entries are :— 

(1) Debit Forfeited Shares Account and credit Share 

Capital Account, with the total amount called up on 
the shares reissued. 

(2) Debit Cash and credit Forfeited Shares Account with 

the amount received from the new purchaser. 

If the amount payable on reissue is the same as the amount 
unpaid by the original member, plus the amount of any calls made 
since the date of forfeiture, the Forfeited Shares Account will be 
closed by the above entries, but if the new purchaser agrees to 
pay more than this amount, the account will still show a credit 
balance which represents a profit on the reissue of the shares; 
this should be transferred to a Premium on Forfeited Shares 
Reissued Account or to Premium on Shares Account, and shown 
as a separate item on the Balance Sheet. 


EXAMPLE. 

The shares forfeited in the example on page 309 are reissued, on Slst December, 
to A. Jones, on payment by him of IGs. per share. Show the journal entries 
recording the reissue, write up the Share Capital and Forfeited Shares Accounts, 
and show how the Balance Sheet items given on page 310 are affected by the 
reissue. 


JOURNAL. 


19.. 

Dec. 31 


Forfeited Shares Account . . .Dr. 

To Share Capital Account .... 
Being reissue of 100 shares, •previously for¬ 
feited, to A, Jones, as per resolution of the 
directors dated .. 19.. 


„ „ I Cash.Dr. 

I To Forfeited Shares Accoimt 

Being cash paid by A, Jones in respect of ike 
above 100 shares, issued at 16s. per share. 


„ \ Forfeited Shares Account . . .Dr. 

\ To Premium on Forfeited Shares Reissued 
1 Account [or Premium on Shares Account] . 

I Being transfer of profit of la. per share on 
reissue of the above shartz. 


£ £ 
100 

100 


80 

80 


6 


5 
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Ih, SHARK CAPITAL ACCOUNT. 

r>. 

19.. 

£ 19.. 



£ 

Dec. 31 To Balance . ('jd. 

20,000 Dec. 1 

By Balance . 

bid. 

19,900 


.. 31 

„ Forfeited Shares 





Account 


100 

\ 

£20,000 1 



£20,000 

i 

19.. 




i 

I 

Dec. 31 

By Balance . 

bid. 

20,000 

Dr. FORFEITED SHARES / 

\CCOUNT. 

Cr. 

19.- 

£ ; 19.. 



£ 

Dec. 31 To Share Capital Account ! 

100 : Dec. 1 

By Balance . 

bid. 

25 

„ „ Premium on Forfeited i 

‘ „ 31 

„ (^aah 


80 

j Shares Roissueti 





( Account 

1 1 

5 : 




i ; 

1 j 

£105 ' 



£105 

Dr. PliKMtUM OiN FOKFEn’Et) SHAKES 

REISSUED ACCOUNT. 

Or. 

1 

1 ; 1 

ii 19.. 

; 

i ^ 

i 

1 Dec. 31 

By Forfeited Shares 

1 

i 

1 

) 

!■: 

Account 

5 


thv reissue of the forfeited shares, the Balance vShecd- will show the 
folioitems r - 

Avi^ofised Capital ; - £ £ 

520,000 Ordinary Shares of £l each . 20,(KK) 

hsued Capital 

20,0(X) Ordinary Shares of £1 eaeh, fully fwiid 20,(XK) 

I remium on Forfeited Shanks Reissued Account . 5 

Note.—F or examination |>urpost‘S one compound journal entry can be u.sed 
to record the reissue of the forfeited shares, viz.:— 

£ £ 

Cash ..... l)r, 80 

Forfeited Shares Account . . Dr, 25 

To Share Capital Account . . 100 

„ Premium on Forfeited Shares 

Reissued Account ... 5 

The reissue of forfeited shares is sometimes dealt with by 
means of a “ Shares Reissued Account.'' This method is used 
in tlie example on page 319 but the procedure already des(;ribed 
is recommended for examination purposes. 

When the shares forfeited were originally issued at a premium, 
the premium applicable to those shares should be debited to 
Premium on Shares Account and credited to Forfeited Shares 
Account, in order that the balance of the Premium on Shares 
Account may only relate to the shares represented by the balance 
remaining on Share Capital Account. If any of the shares are 
reissued. Premium on Shares Account will be re-credited with the 
premium applicable to those shares. 
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EXAMPLE. 

The X. y. Z. Co., Ltd., has an authorised capital of 20,000 shares of £1 each. 
All the shares are issued on the following terms:— 

Payable on Application . 5s. per share (including portion of premium 

—2s. 6d. per share). 

Payable on Allotment . . Ss. per share (including balance of premium 

—28. 6d. per share). 

First Call .... 10s. per share. 

Second Call . . . 53. per share. 


All calls have been made and paid in fidl with the exception of the second 
call on 100 shares allotted to H. Gordon. These shares were duly forfeited by the 
directors, and kter, 60 sliares were reissued to S. I^slie for lOs. per share. 

Show the Journal entries and ledger accounts recording the forfeiture and reissue. 

JOURNAL. 


Share Capital Account . . .Dr. 

Premium on Shares Account . . „ 

To Forfeited Shares Account . 

Being forfeiture of 100 shares allotted to 
II. Gordon for non-payment of second 
call of 6s. per share, as per directors' 
resolution of this date 


Forfeited Shares Account . . . Dr. 

To Second Call Account. 

Being transfer of call unpaid on forfeiture 
of the above shares. 

Forfeited Shares Account . . Dr. 

To Share Capital Account 
„ Premium on Shares Account 
Being reissue of 60 shares, previously for¬ 
feited. to S. Leslie. 


Cash. Dr. 

To Forfeited Shares Account . 

Being payment of 10«. per share for shares 
issued to S. Leslie. 


Forfeited Shares Account . . . Dr. 

To Profit on Reissued Sharas . 

Being profit on 60 shares reissued . 


£ £ 
100 
25 

125 


25 

25 


75 

00 

15 


30 

30 


15 

15 


SHARE CAPITAL ACCOUNT. Or. 


1 

£ 


£ 

To Forfeited Shares 

By Application aiul Allot¬ 


Account . . j loo 

ment Account 

5,tHK) 

„ Balance . . . rjd. 10,000 

„ First Call Account . 

10,000 

„ Second Call Account 
„ Forfeited Shares 

5,000 

1 'j i 

1 , :| 

Account 

60 

£20,000 



i !i 

^ ii._.. 

By Balance 

bid. 19.960 
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Dr, 


SECOND CALL ACCOUNT. 


Or. 




£ 

! 1 

£ 


To Share Capital Account 

6,000 

, By Cash 


4,976 




1 „ Forfeited Shares 






Account 


25 



i £6,000 



£6,000 

Dr. 

FORFEn’ED SHARES ACCOUNT. 

Gr. 

i 


£ 


1 £ 


To Second Call Account. 

26 

By Share Capital Account 

i 100 


„ Share Capital Account 

GO 

„ Premium on Shares 



„ Premium on Shares ; 


Account 

26 


Account 

16 

„ Cash 

1 30 


„ Profit on Reissued 



! 


Shares Account 

15 




„ Balance . 

cjd. 40 





£155 


£165 




Jiy Balance . 

' bid. , 

40 

jJr. 

PREMIUM ON SHARES ACCOUNT. 

Gr. 


1 

£ , 


£ 


To Forfeited Shares 


By Application and Allot- 



Account 

25 

ment Account 

6,000 


,, Bahkiice . 

cld. 4,990 ■ 

„ Forfeited Shares 





Account . . ! 

i 

15 


1 

£5,016 1 


£5,015 


1 

: ; 

By Balance . 

Wd-j 

4,990 

Dr. 

PROFIT ON REISSUED SHARES ACCOUNT’. 

Cr. 

i 

t 

1 i 


\ ^ £ 


By Forfeited Sharoa i 

Account . . ! I 15 


Note. —The balance of £40 carried forward on Forfeited Shares Account 
represents the amount received on the 40 shares forfeited and not yet reissued, 


made up of;— 

£ 

Premium, 40 X 5s.10 

Application and Allotment Moneys, 40 x 5s. . . . 10 

First CaU, 40 X 10s. ....... 20 


£40 
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The profit of £16 on the reissue of the GO shares may be proved in tlio following 
manner;— £ 

Ignoring the premium (since, upon reissue, this is re- 
credited to Premium on Shares Account) the Com¬ 
pany received from H. Gordon application, allotment 


and first call moneys —IK) X 16s. .... 45 

It also received from S. Leslie GO X 10s. ... 30 

76 

The Shares were reissued as fully paid up . . .60 

Leaving a profit to the Company of . . . £15 


When the shares forfeited were originally issued at a discount, 
the discount applicable to those shares should be credited to 
Discount on Shares Account and debited to Forfeited Shares 
Account, in order that the balance on Discount on Shares Account 
may only refer to the shares represented by the balance remaining 
on Share Capital Account. If any of the shares are reissued, 
Discount on Shares Account will be re-debited with the discount 
applicTible to those shares. 

The Issue of Debentures, 

An issue of debentures is treated in a manner very similar 
to that necessitated by an issue of shares. A prospectus is 
prepared and issued, application and allotment sheets are compiled, 
allotment letters are issued, and so on, in the same way as for 
an issue of shares. Similarly, a Register of Debenture Holders 
is opened in the same maimer as a Register of Members. Any 
premiums received on an issue of debentures should be treated 
in a similar manner to premiums on shares. 

It must be borne in mind, however, that while this similarity 
exists, the status of shareholders differs from that of debenture 
holders. A shareholder is a member (i.e., a part proprietor) of 
the company, but a debenture holder is merely a creditor, secured 
or unsecured according to whether the debentures are mortgage 
debentures or not. Furthermore, debenture interest is a charge 
payable irrespective of whether profits are made or not, and must 
be debited to Profit and Loss Account, and not to Appropriation 
Accomit. 

Debentures may be issued at a price below their face value, 
that is, at a discount, without any statutory restriction, but the 
liability of the company is for tlie full amount of the debentures, 
and, therefore, the full amount must be shown as a liability in the 
company’s books and accounts. The amount of the discount is 
debited to a Debenture Discount .Recount, and must be shown, 
separately, as a fictitious asset in the Balance Sheet until written 
off. This discount is usually written off out of profits during the 
life of the debentures, e.g., where debentures are to be redeemed 
at the end of say ten years then one-tenth of the discount will be 
written off annually. If, however, the debentures are to be 
redeemed by annual drawings, this calls for different treatment, 
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as the diseount. should he written olf in |)ro])ortiou to the deben¬ 
tures outstanding, as it is only equitable that the years which 
enjoy the use of the larger ])roportion of cash should bear the 
larger proportion of discount. This latter method is usually 
referred to as the ‘‘ equated method ’’ of writing off debenture 
discount. An example, illustrating the treatment of discount on 
debentures, is showm below. 

EXAMPLE 

On the 1st January, 19.a company issued 30 6% Mortgage Debentures of 
£100 each, at a discoimt of 6%, repayable at par in equal proportions at the 
end of 5, 10, and 16 years. The articles of the company prohibit the reissue 
of redeemed debentures. 

Show how the Debentures Account and the Debenture Discount Account 
would appear in the company’s ledger, and also how the figures would appear 
in the Balance Sheet at the end of the Ist, 6th, and 10th years. Assume the 
discount has been written off proportionately over the various periods the 
debentures were in existence, i.e., according to the outstanding liability to the 
debenture-holders. 


6%^MORTGAGE DEBENTURES ACCOVN'L _6V. 


5th 
Year 
Deo. :il 

„ 

^ To Cash . 

„ TWance 

: £ 
1,000 
cUl. 2,000 

i Ist 
Year 
Jan, 1 

1 

By Cash 
„ Debenture 
Discount 
Account 


£ 

2,850 

160 



£3,000 




£3,000 

lOtii 
Year 
Ijcc, 3 J 
„ 31 

lu Cash 
„ Balance 

1,000 
. c/d, 1,000 

6th 
Year 
Jan. 1 

By Balance 

! 

6/d. 

2,000 



£2,000 



1 

£2^0W 

16th 
Year 
Dec. 31 

To Caob . 

j 1,000 

11th 

Year 1 

Jan. 1 By Balance 

i 

6/d. 

1,000 


/>. DEBENTURE DISCOUNT ACCOUNT. Cr, 


1st 




-- 


■ ■' 


Year 



£ 

Dec. 31 



£ 

Jan. 1 

To 6% Debentures 


160 

Ist Year 

By Profit and Loss 








Account 


15 





2nd „ 

fy ty 


16 





3rd „ 



16 





4th „ 



15 





6th „ 



16 





|6th „ 

yy ♦» yy 


10 





7tb 



10 





8th 



10 





9th „ 



! 10 





10th „ 

yy yy tt 


10 



1 


11th „ 

yy yy 


6 





12th 

yy yy yy 


5 





13th „ 

»> yy yy 


6 





14th 

yf >1 


6 



1 


IJth „ 

M yy »> 


6 


i 

1 

1 

i 

£160. 




£160 
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The entries in the Balance Sheets will appear as follows :— 
At end of 1st year, 31st December, 19.. 


Liabilities, 

£ 

£ 

1 A ssets. 

£ 

£ 

G% Mortgage 

1 

1 

\ Debenture Discount . 

160 


Debentures 


I 3,000 

amount written 






off . . . ! 

15 

135 


At end of Sth year, 31st December, 19.. 


LiabUilies. 

£ 

£ Assets. 

<i% Mortgage 
Debentures 

3,000 

Debenture Discount . 
Less amount written 

Less redeemed 

1 1,000 1 

off . 


j 

2,000 


At end ok IOtii year, 31st December, 19.. 


Liabilities. 

£ 

£ 

I i 

I Assets. 

£ : 

£ 

6% Mortgage 
Debentures 

Less redeemed 

3.000 

2,000 

1,000 

' Debenture Discount . 

Less amount ^Titten 

1 of! . . . 

1 

150 

125 

i 

i 

' 25 


At the end of the fifteenth year, the whole of the debentures 
have been redeemed and the debenture discount entirely written 
off ; hence no further entries will appear in later Balance Sheets. 

In order to arrive at the correct proportion of discount on 
debentures to bo written off in any particular year, the yearly 
periods during which the debentures are redeemable are reversed. 
Thus in the above example the ratio of the years is 15, 10 and 5, 
that is, a total of 30. The first period of five years then »)ears 
15/30ths of the discount on debentures, the second period 10/30ths, 
and the third period 5/30ths. The actual effect of this method 
will be obvious from a perusal of the Debenture Discount Account 
(see page 316). 

If the debentures had been repayable by equal annual amounts 
over five years, the annual proportions of discount written off 
would have been 5/I5ths, i.e. 5-^(l+ 2-f 3 + 4-f 5), 4/15ths, and 
so on. If the debentures had been repayable by equal amounts 
half-yearly over the five years, the ratio is obtained by doubling 
the number of years, thus the annual proportions of discount 
written off would have been I9/55ths, 15/56ths, and so on, to 
3/55ths in the last year. 

In some cases, debentures are issued at par and redeemed at 
a premium ; the treatment of these transactions is dealt with 
in the next chapter in connection with sinking funds. 

Debentures are sometimes issued as collateral security, e.g., 
they may be lodged with bankers as security for a fluctuating 
overdraft. A collateral security is one which can be realised by 
the party in possession in the event of the original loan not being 
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repaid at the due date or in the event of other breach of agreement 
between the parties. Where debentures are issued in this nianner, 
the authorisation for the issue is recorded in the company’s 
Minute Book, and, when the issue is made, it is recorded in the 
Register of Mortgages and Charges and filed with the Registrar of 
Companies, but no entry is required in the books of account as 
no money is directly received for the debentures. The overdraft 
from the company’s bankers is shown in the books in the usual 
way, while the fact of the debentures being issued and outstanding 
is shown in the Balance Sheet in the following manner :— 

LiABnuTiES Side of Balance Sheet. 

Bank Overdraft .... £5,470 10 0 

(Collaterally secured by issue of £6,000 First Mortgage Debentures.) 


The ruling of a Register of Mortgages varies accordhig to 
circumstances, but the following is a simple form :— 

REGISTER OF MORTGAGES. 


Board | Dftte particulars 

of iaiae. i Amount. 

dBte when mort* ^ e Registrar of ‘ 

gage I Campanies. 

Namee of 
Mortgagees. 

Particulars of 

nedempUon 

ISS* , 1 193.. £ 

Jan. 1 J-vn. 1 ! Jan. 8 3,000 

' 1 ^ 

1 1 

ill! 
1 1 ! 1 

Names of per¬ 
sons to whom 
issued will 1 
appear in this ! 
column. 1 

£ 

Floating charge ' 1,000, Slst Dec., 
on the whole 19.. 

of the com- 1,000, Slst Dec., 

pany’s assets 19.. 

1 present and 1,000, 31st Doc., 

[ mture. 19.. 

! £3,000 


NOTB.—a trust deed is entered Into with trustees on behalf of the debenture holdere, only the 
names of the trustees are entered in this book. 


If debentures have been redeemed but are capable of reissue, 
this fact must be stated on every Balance Sheet (Section 76). 

The Issue of Different Classes of Shares. 

Where different classes of shares are issued it is necessary to 
keep the accounts and records for each class of share quite distinct, 
and, accordingly, separate application and allotment sheets, 
separate call sheets, and separate share ledgers are compiled. 
It is customary to adopt distinctive colours for the application 
forms, allotment and call letters, share certificates, etc., so that 
the risk of confusion or wrong entries is reduced to a minimum. 
The bindings of the registers also are usually different in colour, 
but one combined index to all the registers is used in order that 
it may be easily ascertained whether a shareholder is interested 
in more than one class of share (see also page 272). 

Similarly, separate application and allotment accounts, 
separate call accounts, and separate share capital accounts are 
raised in the General Ledger for each class of share, and this 
separation applies also to debentures. For examination purposes, 
where more than one class of share capital is issued, and it is 
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desired to show ledger accounts, they may bo conveniently 
shown in columnar form as illustrated on page 321. In most 
cases, however, journal entries for the transactions (including 
cash) and a summary of the capital as it will appear in the Balance 
Sheet are all that are required from examinees. Candidates 
should, however, read the examination question carefully to 
ascertain exactly what form the answer should take. 

A COMPREHENSIVE EXAMPLE. 

On 1st March, 19.a limited liability company was registered with a nominal 
capital of £200,000, divided into 120,000 Ordinary Shares of £1 each and 80,000 
8 % Preference Shares of £1 each. The consideration payable to the vendors was 
£40,000 in Ordinary Shares. On Ist March, 19.., the company offered for 
public subscription 60,000 Ordinary Shares of £1 each and 60,000 8 % Preference 
Shares of £1 each, payable as follows :— 


Ordinary 

Preference. 

63 . per share 

per share on Application. 

68 . 

68 . „ ,, Allotment. 

lOs. 

6 e. „ „ one month after Allotment 

68 . „ „ two months „ 


4,005 Mortgage Debentures of £10 each were also offered at par, payable 
26% on application, 26% on allotment, and the balance in equal instalments 
at one and two months after allotment. 

The whole Issue, whicli was underwritten at a commission of 6%, was fully 
subscribed and allotment was made on 16th March, 19... On 15th December, 
19.., under the Articles of Association, the directors forfeited 1,000 Preference 
Shares upon which 168. had been paid, and on 28th December, 19.., reissued 
the forfeited shares upon payment of arrears plus a premium of 28. 6d. per share. 
The calls in arrear on the Ordinary Shares amounted to £500. Draft the 
necessary entries recording the transactions in the company’s books, and show how 
the credit balances arising therefrom would appear in the Balance Sheet on 3Ist 
December, 19., 

JOURNAL 


19.. 

Mar. 16 Onlinary Application and Allotment j 
Account .... Dr. ; 

To Ordinary Share Ctipital Aecoint . * 
Ikin^ anwttnU due on application {5s.) \ 
and aUoiment ( 6 s.) per share on 60,000 i 
: Ordinary Shares, Nos. to , allotted | 

i this date. {Vide Minute Book, Resolu- ! 

lion No. . . .) j 

„ 16 Prefemnee Application and Allotment 
I Account . . . .Dr. 

I To Preference Share Capital Account . 1 
I Being amounts due on application (5s.) 
and aUotmerU ( 6 s.) per share on 60,000 
Preference Shares, - Nos. to , 

, allotted this date. (Vide Minute Book, 

Resolution No. ...) 

„ 161 Debenture Application and Allotment 
I Account . . . .Dr. 

1 To 6% Mortgage Debentures iiocount 
! Being amounts due on application (26%) 
and allotment (26%) on 4,000 De- 
bentures of £10 each, aUotted (his date, 
_ (Vide Minute Book, Resolution No .., .) 
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JOURNAL— ccf'iiiinntd 

\ 


Dr. 

Cr. 

19.. 

1 


£ 

£ 

Mar. 15 

Sundry Assets . . . . . Dr. \ 

To Vendors. 


40,000 

40,000 


Being assets acquired as per contract dated j 





.19.. 




» 15 

Vendors ..... Dr. 


40,000 



To Ordinary Share Capital Account . | 



40,000 


Bewg aUoiment of 40,000 Ordinary Shares \ 





of £1 each credited as fully paid in \ 
Mtisfaction of purchase price. (Vide 





Minute Book, Resolution No....) 




» 15 

Un<lerwriting Commission Account . Dr. { 
To Underwriter .... j 


7,500 

7,500 


Being amounts due to underwriters ! 





for commission, viz. :— £ j 





6% on £60,000 Ord. Cap. 3,000 
5% on £50,000 Pref. Cap. 2,500 
6% on £40,000 Debentures 2,000 ; 




April 15 

Ordinary First Call Account . . />r ; 

To Ordinary Share Capital Account . i 


30,000 

30,000 


Being amount of call due this dale.. 




„ i5 

Preference First Call Account . .Dr 


12,500 



To Preference Share Capital Account 



12,500 


Being amount of call due this date. 




15 

Debenture First Call Account . . /> i 


10,000 



To Debentures Account 



10,000 


Being amount of call due this dale. 




May 15 

Preference Second Call Account . />r. 


12,500 


To Preference Share Capital Account 



12,500 


Being amount of call due this date. 




15 

Debenture Second Call Account . iJr. | 

\ 

10,000 



To Debentures Account . . . ; 



10,000 


Being amount of call due this date. ! 


1 


Dec. 15 

Preference Share Capital Account . Dr. i 


1 1,000 



To Sundries ! 

' 




Preference Second Call Account . . i 



250 


Forfeited Shares Account . . . | 



750 


Being forfeiture of 1,000 Pref. shares '■ 





(16s. paid) for non-payment of final 
call of 6s. per share. {Vide Minute | 
Book, Resolulicn No., 

! 



» 28 

Sundries . . . . . Dr 

j 




To Sundries 

Shares Reissued Account 


375 



Forfeited Shares Account 

Preference Share Capital Account 
Premium on Reissu^ Shares Account . 

i 

im 

1,000 




125 


Being reissue of shares previously for¬ 





feited (16^ paid) al Is. 6d. per share, 





and transfer of amount received in 
excJM of par value. 
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Dr. [EXTRACT FROM] CASH BOOK. 

19.. i 

£ 

19.. 

Mar. 1 To Ordinary Applica¬ 


Mar. 15 j By Underwriters 

tions. 

15,000 

1 

„ Preference Applica¬ 



tions . 

12,500 

1 

„ Debenture Applica- 



{ tions. 

10,000 


„ If) 1 „ Ordinary Allot- 



1 ments 

15,000 


j „ Preference Allot- 



; ments 

12,500 


1 „ Debenture Allot- 


t 

; ments 

i 10,000 

j 

Apr. 15 J „ Ordinary First 



1 Call . 

29,500 

i 

1 „ Preference First 


! 

j Call . . . 

12,600 : 


1 ,, Debentures First 



1 Call . 

10,000 


May 15 ,, Pref. Second Call . 

j 12,250 


,, Deb. Second Call . 

, 10,000 


Dec. 2^ ,, Shares Reissued 

376 



Dr. 


APPLICATION AND ALLOTMENT ACCOUNT. 


Cr. 


i 

Ordi- Prefer-1 Dehen- ' 

1 1 j 

1 Ordi- 

Prefer-! Deben- 


1 

i 

; i nary. ; ence. 1 turcs. 

1 i 

nary. 

1 

ence. ; turn. 

19,. 

1 

' i £ , £ 1 £ ■ 

! ! ! 

! 19.. 1 ! 

1 ^ 

£1 £ 

Mar. 16 

To Share Oajiital 

. 30,000, 25,000 ■ ; 

1 Mar. 1 1 By Cash . . ! 

■ 16,000 

' 12,500; 10,000 


; „ Debentures 

1 1 20,000; 

1 .. IB i: 

1 15,000 j 

12,500! 10,000 



£30,000 £25,000 '£20,000, 

' ‘ i ! 

1 i i 

i£30,000! 

t- 

.P 

i 


Ih. FIRST CALL ACCOUNT. Cr. 



Ordi- Prefer- Deben- 
nary. ; ence. tures. 



Ordi- i Prefer- j Deben- 
nary. | ence. j tures 

19.. 1 

Apr. 16 i To Share Capital 
,, 16 ,, Debonture.s 

j £ £ £ 

. ' ' .30,000 12,500 

. i , 10.000 

19.. 

Apr. 15 By Ca<h 

31 „ BaKinee . . | 

c/d. 

£ 1 £ j £ 

29,6001 12,500! 10,000 
600i j 


’ :£30,000 £12,500 £10,000 j 

i 


£30,000 |£12,500 £10,000 

Dec. 31 To Balance . 

. bid. 500 j 


i 

1 

i 

! I 


Dr. 


SECOND CALL ACCOUNT. 


Cr. 



Prefer- 

Deben- ; 

j 1 Prefer- 

Deben 



ence. 

turce. !i 

1 ence. i 

; 1 i 

tures. 

19.. 


£ 

£ 19.. 

: 1 £ ! 

£ 

May 16 To Share Capital 


12,500 

Mav 15 By Cash 


12,250 

10,000 

M 15 „ Debentures 



10,000 1 Dtv. 16 „ Forfeited Shares 


260 j 


i 


£12,500 

£10,000 j| 


£12,500 ^ 

£10,000 

j 



•I 





L 
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Dt. 


IS.. I 

Dec. 16 ! To Forfeited Shares 
„ 51 I „ Balance. 


i 


i 


SHAKE CAPITAL ACCOUNT. 


Cr 


Ordl- Prefer* 

nary enoe. 


£ 

100,000 

£ 

1,000 

60,000 

£100,000 

£61,000 


19.. 
Mar. 16 


„ 10 
Apr. 16 
May 16 
Dec. 28 


Dec. 31 





Prefer¬ 

ence. 

By Application and 
Allotment . 

„ Vendors • 

„ First Call . 

„ Second Call . 

„ Forfeited Shares 
Reissued . 


£ 

30,000 

40,000 

30,000 

£ 

26,000 

12,600 

12,600 

1,000 



£100,000 

£51, 

By Balance . . 

6/d. 

100,000 

60,00) 


Dr, DEBENTURES ACCOUNT. Or. 


19.. 

1 


£ 

19.. 

1 


£ 

Dec. 31 To Balance 

r/d. 

40,000 

Mar. 16 

By Application and Allotment 

20,000 





Apr. 16 


„ First Call 

10,000 





May 16 


„ Second Oall . 

10,000 




£40,000 




£40,000 





19.. 








Dec. 31 

j By Balance. 

6/d. 40,000 

Dr, 

FORFEITED SHARES ACCOUNT. 

Cr. 

\M.. 

i 


1 

^ i 

19.. 



1 

£ 

Dec. : u 

, To Pref. Second C’all 


250 1 

Dec. 15 

By Pref. Sliaro ; 


is 

1 ,. l^reT. Share 


! 



Capital 

1,000 

, 

' Capital 


1,000 

M 28 

„ Shares Re- 



1 ,, Premium on 





issued . , 

375 


! Forfeited 








1 Shares Re- 








> issued 

1 1 


126 






1 


£1,375 


j 

1 

£1,375 


Dr. SHARES REISSUED ACCOUNT. Cr. 


19.. 

1 

1 

1 

1 

£ 

19..! 

! £ 

Dec. 28 

To Share Capital . 


375 

i 

Dec. 28 * Ly Cash 

375 


Dr. 


PREMIUM ON REISSUED SHARES ACCOUNT. Cr. 




:i 19.. 

1 

1 


i 

Doc. 28 

,j 

i 

By Forfeited Shares 

i 


Dr. VENDORS’ ACCOUNT. Cr 


19.. 

Mar. 16 

! 

To Share Capital . 

£ ! 
40,000 j 

i 19.. 

1 Mar. 16 

By Sundry Assets. 

£ 

40.000 

1 

^ 1 


1 . __ 1 
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Dr. SUNDRY ASSETS ACCOUNT. Gr. 


1 

19.. 1 

i ^ 



Mar. 15 To Vendors 

40,000 

. i 



Dr. UNDERWRITING COMMISSION ACCOUNT. 


19.. 
Mar. 16 

To Underwriters 

1 

£ 

7,500 

j 


Dr. 

UNDERWRITERS* ACCOUNT. 

19.. 
Mar. 15 

1 

To Cash j 

£ 

7,500 

1 19.- 

1 Mar. 15 

By Underwriting ' 

* 

' 

! 


i 

Commission 


Cr. 


Cr. 

£ 


7,500 


EXTRACT FROM BALANCE SHEET 
As AT 31st Deoember, 19.. 


Liabilities. 



Authorised Capital : 

£ 

£ 

120,000 Ordinary Shares of £1 each 

. 120,000 


80,000 8% Preference Shares of £1 each 

80,000 

2(X1,IK)0 

Issued Capital: 

1 

- - - 

100,000 Ordinary Shares of £1 each, fully called 

1 

. 100,000 

1 

Less calls in arrear ..... 

600 

99,500 


60,000 8% Preference Shares of £1 each, fully paid 

Debkntubbs Issued : 

. , 50,000 

149,600 

4,000 6% Mortgage Debentures of £10 each 


40,000 

Premium on Forfeited Shares Reissued Account 


125 


EXERCISE 8 

A. Explain the meaning of the following terms ;— 

Authorised Capital; Issued Capital; Paid-up Capital; Reserve 
Capital; Mortgage Debentures ; Memorandum of Association; Shares: 
Preference Shares; Cumulative Preference Shares ; Deferred Shares. 
Out of what circumstances do the latter usually arise 7 
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B. The Ixion Motor Company, Limited, has recently received £1,000 in 
respect of premiums on the issue of its shares. How should such premiums 
be dealt with ? What would be the effect, from a financial point of view, of 
treating such premiums as revenue profits ? 


C. Can shares be redeemed ? If so, under what circumstances ? 


D. What is meant by the “ Statutory Report ” ? What are its contents, 
and what formalities must be complied with in respect of it T 


E. Green & Co., Ltd., was formed with a Nominal Capital of £100,000, divided 
into 60,000 Ordinary Shares of £1 each, and 60,000 7% Preference Shares of 
£1 each. The Company was entitled to commence business on Ist March, 19.. 
Of the capital, 36,716 Ordinary Shares were applied for and allotted, and 6s. 
per share payable upon application, and 6s. per sharci on allotment had been 
duly received, and 10,000 Ordinary Shares, and 5,000 Preference Shares had 
been allotted as fully paid to the vendor under an agreement for sale. In 
addition 27,314 Preference Shares had been applied for and allotted, 78. 6d. 
per share payable upon application, and 7s. fid. i)er share upon allotment had 
been received with tfie exception of the allotment money on 1,000 shares. 

You are required to prepare the Statutory Report, assuming that the 
following payments had been made before the date of the report;— 

Preliminary expenses, £3,280. 

Purchase of plant, £7,460. 

Purchase of buildings, £8,672. 

Directors’ Fees, £106 (£21 each director) 

General and office expenses, £189. 

The balance of cash was at the bank on current account. 


F. From the undermentioned particulars prepare the Statutory Ibqx^rt, in 
conformity with Section 113 of the Companies Act, 1029, of E. J. Smith & 
Sons, Ltd. 


Directors —Horace Smith. 

Edward Smith. 

Peter Ludlow. 

Auditors —Horsham, Coolhurst & Company. 

Secretary —Henry Day. 

Manager —Clarence Jordan. 

40,000 shares of £1 each had been appUed for and allotted. 6s. i)er share 
payable on application, and 5s. per share on allotment had been received. 

The payments made prior to the date of the Report were :— 

£ 

Preliminary Expenses.1,000 

(On account of estimated expenses, £2,000) 

Printing and Stationery.170 

No modified contracts required to be submitted to the meeting for its 
approval. 

Append the Auditors’ Certificate. 


G. A limited company decides to forfeit 1,000 £1 shares owing to non payment 
of the final call of 10s. per share. Describe the procedure, and set out the entries 
necessary to give effect to the above. 
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H, A company issued 26,000 shares of £1 each and called up the full amount. 
The last two calls of 6s. each on 600 shares not having been paid the shares 
were forfeited. Draft the journal entries recording the forfeiture and show how 
the share capital will subsequently appear in the company’s Balance Sheet. 


I. A company issued 100 6% Mortgage Debentures of £100 cacli at a 
discount of 6%, repayable in 20 years at par. These debentures were all 
taken up. 

Give the entries necessary to record the issue and show how they would 
appear in the company’s Balance Sh(‘et on 30th June, 19., assuiiiing that the 
issue was made on 1st July, 19.. 

J. Messrs Shaw, Ltd., made an offer to the public of 100,000 Ordinary Shares 
of £1 each at par. The terms of the issue were :— 

6s. per share on application. 

68. per share on allotment. 
lOs. per share one month after allotment. 

Applications were numerous, and the issue was about three times over¬ 
subscribed. You are request^jd to draft an application and allotment sheet 
with a^view to facilitating the work, not only before, but also aftcT allotment 


K. A limited company has issued £100,000 of debentures bearing mterest 
at 8% per annum and redeemable at the option of the company at any time on 
3 months’ notice at a premium of 6%, and an authorised share capital of 
£450,000 in shares of £1 each, of which 300,000 have been issiicd and paid up, 
a dividend at the rate of 12^% per annum thereon being regularly pjiid. Thu 
company decides to redeem the debentures, and to issue the remaining 160,000 
shares to its shareholders at 2.6s. per share. The premiums on shares arc to be 
used in paying the premiums on redemption of debentures, and the balance 
transferr^ to Capital Itescrve Account, 

Give the journal entries recording the transactions, show the position of 
the Debenture and Share Capital Accounts when the transaction is completed, 
and state what Ls the amount of the additional financial resources available to 
the company by the operation. 


L. Th(‘ National Oxygen Company, Ltd., seeks and obtains from Messrs 
Kudos, Ltd., on 1st January, 19.. a loan of £50,000 for 2 years at 8 % per annum, 
interest payable half-yearly. The loan is secured by the issue of £58,000 First 
Mortgag<j Debentures os collateral security. What do you understand to be 
the meaning of the term “ collateral security,” as used thus ? Draft the entries 
in the books of The National Oxygen (A)., Ltd., recording the transactions during 
the period, and show how the loan and collateral security should appear in the 
Balance Sheet. 

M, The directors of a liraitc'd company, on 16tL January, 19.. allotted to 
various applicants 260,000 shares of £1 each, on which 5s. was payable on 
application, 68. on allotment, and 2s, 6d. per share, 1, 2, 3, and 4 month.s after 
allotment. Among the applicants and allottees was Henry Shipper, who was 
allotted 6,000 shares, out of the 8,000 shares for which he applied, and on which 
he paid. the allotment money. The first call on the allotted shares was duly 
paid by the allottee, but on his failing to pay the call due on 15th March, 19.. 
the directors, on 10th AprD, 19.. decided to forfeit his shares, and to sell them to 
William Fletcher for £2,000 as paid up to the extent of 16s. per share. 

Show the entries that should appear in the company’s books of account and 
in the share ledger in connection with the transaction. 
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N, A company is floated having a nominal capital of £260,000, divided into 
200,000 Ordinary Shares of £1 each, and 60,000 8% Preference Shares of £1 each. 

The directors proceed to allot as follows :— 

Ordinary, 60,000 to the vendors issued as fully paid. 

„ 100,000 to the public, payable 10s. on application, 6s. per 

share on allotment, and 6 b. per share six months arU‘r 
allotment. 

Preference, 30,000 to the public, payable in the same manner as in the 
case of the Ordinary Shares. 

Show how you would enter the above in the statutory and financial boolis 
of the company. 


0 . A trader disposes of his business to a limited company for £260,000, payable 
as to £100,000 in cash, £76,000 in debentures, and £76,000 in an equal number 
of Ordinary and Preference Shares of £1 each. The assets taken over are aa 
follows;— 


£ 


Plant and Machinery . 

, 

26,000 

Stock 

, 

160,000 

Book Debts 


30,000 

Patents 


10,000 

Goodwill . 

. 

36,000 


Record all the transactions in the books of the trader and of the company. 


?, The Laguna Company, Limited, offered for subscription 100,000 shares 
of £1 each, payable 2s. 6d. per share on application, and 6s. per share on allotment. 
Applications were received for 116,000 shares. The deposits on 7,600 shares 
were returned to those persons to whom no shares were allotted. The deposits 
on the other 7,600 shares were carried forward to the Allotment Account, these 
subscribers having paid for more shares than were allotted to them. All the 
allotment money was received on the due date. Make the necessary entries in 
the company’s Journal, Cash Book, and Ledger to record the above transactions. 

Q. Explain briefly the uses of the Journal, and make journal entries to open 
the books in the following case :— 

On Ist January, 19.., A and B turned their business into a limited company 
with a capital of 30,000 shares of £1 each. On that date the asoets were ;— 


£ 

Stock.10,000 

Book Debts.16,000 

Cash.1,000 

Investments.4,000 

Plant.3,000 

Furniture. 600 

Goodwill.2,500 


The liabilities, which were taken over by the new company, amounted to 
£6,000. A and J3*s capitals were £20,000 and £10,000 respectively, for which 
they took shares credited as fully paid. 


R. Henry Souter wishes to enlarge his business, and arranges with F. Jlorsefall 
to invest a sum equal to his (Souter’s) capital and form a company. It is agreed 
that the debtors (JW,000) shall be excluded, but the new company is to undertake 
to collect them for Souter, whose liabilities—£6,000—are to be paid out of thia 
collection; if it prove insufficient, he is to make good the deficiency. Stock 
on hand is valued at £26,000; premises at £16,000, and the goodwill at £6,000. 
Souter is to receive in settlement £6,000 cash, and shares for the remainder. 
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Henry Souter’s Balance Sheet at the date of the transfer shows 


Liabilities. 

£ 


Assets 

£ 

Creditors . 

6,000 

Premises 


. 12,000 

Capital 

. 46,000 

Stock 
Debtors . 

• 

. 30,000 

6,000 



Cash 

. 2,000 

£60,000 


£50,000 


At the end of six months, £4,500 of the outstanding accounts has been collected 
and applied towards liquidating Souter’s liabilities. It is then agreed that the 
company shall take over the remaining uncollected accounts (£0,000 less £4,500 
collected) and assume the remaining Uability on account of Souter’s creditors 
(£5,000 less £4,500 paid). 

Set out the entries to close the books of Henry Souter in accordance with agree¬ 
ment of sale and subsequent arrangements, assuming that the company takes over 
the cash shown in Souter’s Balance Sheet. Open the books of the company, 
showing the entries therein as to the transactions of the company with Souter. 


S. A limited company offers for subscription, on 15th January, 300,000 
Ordinary Shares of £1 each at 6s. per share premium, payable as follows :— 


On application . 

On allotment (24th January) 
28th February . 

30th April 


. 28. 6d. per share 

. Ss. Od. „ and 2s. 6d. premium 

. 28. 6d. „ and 2s. 6d. „ 

. lOs. Od. „ 


Applications are received for 432,300 shares. Applicants for 32,300 shares 
are refused, and amounts paid in respect thereof are refunded, leaving 400,000 
applications to be dealt with. Of these, 240,000 from present shareholders 
arc accepted in full, and, in respect of the balance, allotment is made pro rata. 
Excess paid on application is carried to the credit of amounts due on allotment. 

Give the journal entries required to record these transactions. 


T. The Hospital Sundries Company, Limited, is formed with a t'Apital of 
160,000 £1 Ordinary Shares to purchase the following assets at the values set out: 


Freehold Premises .... 

£ 

. 30,000 

Stock in Trade .... 

. 26,000 

Plant and Machinery 

. 16,000 

Sundry Debtors .... 

. 10,000 

Goodwill. 

. 20,000 


The vendors agree to accept £75,000 in cash and the balance in fully paid 
shares. The balance of the shares is issued to the public and folly subscribed, 
being payable as follows :— 

28. 6d. per share on Application. 

78.6d. „ „ Allotment. 

6s. Od. „ three months after Allotment 

58. Od. „ six „ „ „ 

You are required to make the necessary journal and opening entries in the 
books of the company. ___ 


U. A limited company issued £100,000 new capital, consisting of 100,000 
shares of £1 each. The price of issue was 25s. per share, payable, on application. 
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2b. 6d. per share; on allotment, lOs. per share (including 5b. per share premium), 
and the balance as and when called up by the directors. Applications were received 
for 140,000 shares. The directors made the following allotments ;— 

(а) Applications from sundry persons for 80,000 shares were allotted in 

full. 

(б) Applications from sundry persona for 40,000 shares were allotted as 

to 60 per cent. 

(c) Applications from sundry persons for 20,000 shares were declined 
with letters of regret. 

Assume that all moneys, payable up to and including allotment, were duly 
paid, with the exception of the amount due on allotment on 1,000 shares included 
amongst those allotted in full. 

Rule a suitable Appliciition and Allotment Sheet, and enter the above 
particulars therein. 


V, Bernard Dixon’s Balance Sheet at 31st December was as follows :— 


Liabilities Assets. 

£ £ 


Sundry Creditcirs 

. 10,000 

Property . 

. 100,000 

Bills Payable 

. 40,000 

Plant and Machinery . 

. 50,000 

(Capital 

. 315,000 

Stock 

. 150,000 



Debtors . 

. 60,000 



Bank 

5,000 


£365,000 


£365,000 


A limited company was formed to purchase the business for the sum of 
£400,000, payable as follows: 6% Mortgage Debentures, £100,000 ; 8% 
Inference Shares, £100,000; £150,000 Ordinary Shares and the balance in 
cash, the company agreeing to take over all liabilities. 

The registered capital of the company was £500,000, divided into 200,000 
Preference Shares and 300,000 Ordinary Shares of £1 each. 

60,000 Preference and 50,000 Ordinary Shares were offered for subscription 
to the public. 

The preference shares were issued at par, payable 5s. on application, Ss. on 
allotment, and the balance one month after allotment. 

The ordinary shares were issued at 25s. per share, payable 63. on application, 
10s. on allotment (including the premium), and lOs. one month after allotment. 

The issued capital was fully subscribed, and the shares and debentures, 
including the vendor’s, were allotted. 

All calls were duly paid except the amount due on allotment and final 
instalment on 500 ordinary shares which were forfeited. 

The company paid the vendor the amount due to him in cash, and also £7,000 
for preliminary expenses. 

Record the above transactions in the company’s Ledger, and prepare a 
Balance Sheet showing the position of the company. 





CHAPTER IX 

THE ACCOUNTS OF LIMITED COMPANIES 

BOOKS OF ACCOUNT; RESERVES, RESERVE FUNDS AND SINK¬ 
ING FUNDS; REDEMPTION OF DEBENTURES; REDEMPTION OF 

PREFERENCE SHARES; APPROPRIATION OF PROFITS; ALTERA¬ 
TIONS OF CAPITAL; TRADING ACCOUNT, PROFIT AND LOSS 

ACCOUNT AND BALANCE SHEET; HOLDING COMPANIES; 

VALUATION OF SHARES. 

Books of Account. 

The recording of tlie ordinary trading transactions of limited 
companies is governed, to a certain extent, by Sections 122 and 
274 of the Act. 

Section 122 requires every company to cause proper books of 
account to be kept with respect to :— 

(a) All sums of money received and expended by the 
company and the matters in respect of which the 
receipt and expenditure takes place ; 

(b) All sales and purchases of goods by the company ; and 

(c) The assets and liabilities of the company. 

The books of account must be kept at the registered office of 
the company or at such other place as the directors think fit, 
and are to be open at all times to inspection by the directors. 

Section 274 provides that if a company which is wound up 
has not kept proper books of account throughout the period of 
two years immediately preceding the commencement of the 
winding up, every director or other officer of the company who 
was knowingly a party to or connived at the default of the 
company becomes, unless he shows that he acted honestly or 
that in the circumstances in which the business of the company 
was carried on the default was excusable, liable on conviction on 
indictment to imprisonment for a term not exceeding one year, 
or on summary conviction to imprisonment for a term not 
exceeding six months. 

For the purposes of this section the term “ proper books of 
account'' is detoed by the Act as such books or accounts as are 
necessary to exhibit and explain the transactions and financial 
position of the trade or business of the company, including books 
containing:— 

(a) Entries from day to day in sufficient detail of all cash 
received and paid ; 

L* 
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(6) Statements of the annual stocktakings (where the 
business has involved dealings in goods); and 
(except in the case of goods sold by way of ordinary 
retail trade) 

(c) Statements of all goods sold and purchased, showing 
the goods and the buyers and sellers thereof in suffi¬ 
cient detail to enable those goods and those buyers 
and sellers to be identified. 

Apart from any statutory provisions, however, practically all 
limited companies cause detailed records of their trading trans¬ 
actions to be kept in a similar manner to those of a sole trader 
or partnership in order that the true profits may be ascertained 
periodically and the financial position of the concern shown 
clearly. 

The profits resulting from a company’s operations are, how¬ 
ever, dealt with in a different manner to those of a sole trader 
or partnership. 

For example, in the case of partnerships the whole of the 
profits are divided in the agreed proportions between the partners, 
but in the case of companies the profits are seldom, if ever, wholly 
distributed. The practice is to distribute the larger portion of the 
profits by way of dividend among the proprietors (i.e., the share¬ 
holders), and to carry the balance forward to the ensuing period. 

Moreover, in the case of partnerships the only reserves usually 
made, apart from those for depreciation, are for outstanding 
or contingent liabilities, whereas limited companies commonly 
create reserves and reserve funds, with a view to ensuring the 
financial stability of the undertaking during periods of trade 
depression, and for providing the additional working capital 
necessitated by an increasing turnover. 

Reserves, Reserve Accounts and Reserve Funds. 

The distinction between these terms and their proper usage 
is a matter upon which eminent accountants hold divergent 
opinions. In some quarters the view is held that the term 
Reserve Account relates only to the record in the financial books 
of the provision for:— 

(1) Adjustments of expenditure or liabilities which have 

accrued but are unpaid, or for receipts in respect of 
items not yet due ; and 

(2) A loss or liability which it is anticipated will occur 

but which has not been definitely ascertained; 

while the term Reserve Fund is applied to those accounts which 
record what are, in fact, accumulations of undivided or un¬ 
distributed profits. The term “ Reserve Fund ” is used for aU 
accounts of this nature quite irrespective of whether an equal 
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amount is invested separately outside the business or whether the 
fund is retained and used in the business. 

Other equally eminent accountants consider that (a) the term 
Reserve is more correctly used for adjustments of known or 
expected liabilities ; (6) a Reserve Account is an account which 
records an accumulation of profits which are retained in the 
business ; while (c) a Reserve Fund is a similar appropriation of 
profits for which an equal amount is withdrawn from cash and 
separately invested. It certainly seems desirable that some 
distinction should be made in the names of the two classes of 
accounts, and in the writer's opinion the word Fund should not be 
used as part of the title of an account unless the balance of the 
account is actually represented by separate and distinct assets, 
e.g., investments. 

It is generally understood that a Reserve Account consists of 
amounts set aside out of profits either for a specific purpose or 
for the general purpose of strengthening the financial position 
of a b^isiness by increasing its working capital ; a Reserve Fund, 
on the other hand, is created for a particular purpose, e.g., 
the renewal of a lease or the redemption of debentures, sums 
equal to the periodical appropriations from profits being invested 
separately, thereby creating an actual fund equal in amount to 
the reserve which will be available when required to replace the 
asset or redeem the liability. 

Both forms of reserve will be shown as liabilities in the Balance 
Sheet, and, in the case of a Reserve Fund, the corresponding 
investment will be shown separately among the assets. 

In addition, a reserve built up by appropriations of profits with 
the object of strengthening the financial position of a coni}>any 
is often known as a General Reserve, Such a reserve may be 
either retained within the business or invested in outside securities, 
although, as a rule, it is considered preferable to restrict the use 
of the term to the former class. 

Reserve. 

A Reserve is a provision made out of Revenue when pre¬ 
paring financial accounts, for:— 

(1) A liability accrued due but not otherwise brought into 

account, e.g., Rent due at the date of the accounts. 

(2) That part of a payment which covers a period sub¬ 

sequent to the date of the accounts, e.g., Rates paid 
in advance. 

(3) An amount set aside in order to provide for possible 

gains or losses, which are unascertainable at the date 
of balancing, e.g., Reserves for discounts receivable 
or bad debts. 
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The method of recording these reserves is indicated in 
Chapters IV and VII. 


Reserve Account. 

Sxirplits Profits ,—It is usual for a company to refrain from 
distributing its profits “up to the hilt/' and to transfer any 
surplus over what is needed for distribution to a Reserve Account 
(alternatively styled a General Reserve) ; this reserve will be 
available for the equalisation of dividends in future lean years 
or for the extinction of losses. As the amount of the Reserve 
Account is retained in the business, it has the effect of providing 
the company with additional working capital. 

This is the most common example of the use of a Reserve 
Account. 

The question of the advantages or disadvantages of retaining 
in the business the amount set aside, or of investing it in securities 
qmte apart from the business, is not a matter upon which it is 
possible to lay down any hard-and-fast rules ; the circumstances 
of eti/Cb. case must be ascertained and carefully considered before 
any definite decision can be given. It will often be found that a 
greater return may be obtained by using the amount reserved in 
th^ business itself, but the attendant disadvantage is the risk 
that the money may not be available to meet the contingency 
in respect of which the reserve was created. On the other hand, 
if the amount reserved is separately invested the capital value of 
the investment may depreciate, and it is almost certain that a 
smaller return by way of interest will necessarily result. If, 
however, the investment is carefully selected, there should be no 
reason why the money would not be readily available when 
needed. Both methods involve the retention and accumulation 
of profits, and the effect, whichever method is adopted, is to 
strengthen and enhance the financial position of the business. 

Where the reserve or fund is raised to provide for known 
contingencies or liabilities, it is undoubtedly better that the 
amount should be independently invested to ensure that the 
amount required wiU be available at the due date. T^ds class of 
reserve is more appropriately described as a Sinking Fund. 

A Capital Redemption Reserve Fund must not be confused 
with the ordinary type of reserve fund. This special term is used 
in the Act in connection with the redemption of preference shares 
out of profits otherwise available for dividends (see page 273), 
and the term should be reserved exclusively for this type of 
fund. The amount standing to the credit of the Fund may not 
be utilised for dividend purposes and can only be reduced in the 
manner prescribed by the Act. 
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Sinking Funds, 

A Sinking Fund may be defined as a fund, created out of 
profits and represented by specific investments, which is brought 
into existence for a special purpose, such as the replacement of a 
wasting asset at the expiration of its life, or the redemption of 
debentures. An example of the former was given in Chapter IV, 
under the title of “ Depreciation Fund.'' 

Debenture Eedempiion Fund .—In this case, an amount is 
set €iside out of profits each year, and an equivalent amount is 
invested outside the business in gilt-edged securities and allowed 
to accumulate at compound interest, so that at the end of the 
period the investment will amount to the sum required to repay 
the debentures. 

The amount to be set aside each year is debited to Profit 
and Loss Appropriation Accoimt and credited to a Debenture 
Redemption Fund Account. When the equivalent amount is 
invested, this is credited to Cash and debited to a Debenture 
Redemption Fund Investment Account. On receipt of interest 
on the investment, the amount thereof is debited to Cash and 
credited to Debenture Redemption Fund Account, a similar 
amount being invested, and credited to Cash and debited to 
Debenture Redemption Fimd Investment Account. Thus, it will 
be seen that the Debenture Redemption Fund Account and the 
Debenture Redemption Fund Investment Account will always 
stand at the same figure, the former appearing in the Balance 
Sheet as a liability and the latter as an asset. 

When the investments are sold for the purpose of redeeming 
the debentures at maturity, Cash is debited with the a^mount 
realised and the Debenture Redemption Fund Investment Account 
is credited. Upon the redemption of the debentures, Cash is 
credited with the sum paid out and the Debenture Account is 
closed by a debit entry of a similar amoimt. There remains the 
Debenture Redemption Fund Account, and the credit balance 
on this account, representing the total a])propriations from the 
Profit and Loss Account, is transferred to Reserve Account (or 
General Reserve). 

It will invariably be found in practice that owing to market 
fluctuations, etc., the investments will realise either slightly more 
or slightly less than their book value, wdth the result that either 
a debit or a credit balance (representing either a loss or a profit 
on realisation) will be left on the Debenture Redemption Fund 
Investment Account. This balance should be transferred to 
Debenture Redemption Fund Account, and from thence to 
Reserve Account. The credit balance on Debenture Redemption 
Fund Account could be credited to Profit and Loss Account and 
distributed in dividends, but this method is most imdesirable, 
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and in any event it is very unlikely that cash will be available 
for this pur})ose after the debentures have been repaid. 

It is useful at this stage to compare by means of two 
simple examples the difference between the entries necessary to 
record a sinking fund created to redeem a liability, and one to 
replace an asset. 

SINKING FUND TO REDEEM A LIABILITY 

Position prior to sale of investments :— 

7>r. INVESTMENT ACCOUNT. Or. 



1 1 

£ 1 




19., 

To Balance 

1 

10,000 1 

10.. 




Dr. 


SINKING FUND ACCOUNT. 


By Balance 


Cr. 


£ 

10,000 


Dr. LIABILITY (e.g., DEBENTURES) ACCOUNT. Or. 


1 

1 1 


! ^ 

1 

1 

1 By Balance . 

! 

10,000 

1 


The entries on sale of investment may be summarised as 
hilloM's :— 


J)r. 


19.. 

Cash ...... 

To InvestiiK'iit Account 

Being Sale of Investment 

Dr. 

* 1 

\ ^ 

1 

1 


Sinking Fund ..... 
To Reserve Account 

Being Transfer of Sinking Fund 

Dr. ! 

• i 

1 

_1 

J0,(M)0 

i 


Liability (e.g., Debentures) Account 

To Cash. 

Being Bepayrnent of Liability 

Ur. 

1(),(.KK) 

1 


Cr. 

£ 

10,(K)0 

10,000 

10,000 


SINKING FUND TO REPLACE AN ASSKt 

Position prior to sale of inve.stment:— 


Dr. 


INVESTMENT ACCOUNT. 


To Balance 

! 

1 £ 
10,000 




Cr. 


Dr. SINKING FUND ACCOUNT. 


By Balance . 


Cr. 


£ 

10,000 
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Dr. 


ASSET (e.g., LEASEHOLD PROPERTY) ACCOUNT. 


Cr. 


To Balance 


£ 

10,000 

1 

i 




The 

entries on sale of investment 

may 

be summarised as 

follows 

:— 


Dr. 

Cr. 



' 


£ 

£ 

19.. 

Cash. 

Dr. 1 


10,000 



To Investment Account 

, 1 



10,000 


Being Sale of Investment 





Sinking Fund Account 

To Old Asset Account . 

Dr. 


10,000 

10,000 


Being Transfer of Sinking Fund. 





New Asset Account 

Dr. 


10,000 



To Cash ..... 




10,000 


Replacement of Asset. 

1 



L.^ 


In the case of a sinking fund to replace an asset the fund is 
requir(M to write off the old asset, whereas in the case of a fund 
to redeem a liability the fund remains as a credit balance in the 
books. There has, in the former case, been a definite loss of an 
asset, whereas no loss is incurred when a liability is redeemed. 

Redemption of Debentures. 

Debentures, unless stated to be irredeemable, are redeemed 
according to the terms of issue, e.g., by periodical drawings (see 
page 315), or by rc])ayment on either the fixed date or subject to 
the necessary notice being given to the debenture-holders, at the 
option of the company. The requisite funds for the repayment 
of the debentures are usually obtained in the manner indicated 
in the previous section, or a new issue of debentures may be made 
on more advantageous terms, and the money received therefrom 
utilised in the repayment of the pre-existing debentures. 

A modem development, consequent upon the existence of 
debentures bearing low rates of interest and thus standing at a 
discount in the market, is that by which a company purchases its 
owm debentures in the o])en market. If they are not cancelled 
immediately, the debentures so purchased should appear as an 
asset in the Balance Sheet—“ Company’s Owm Debentures (at 

cost price) £-” —until they are actually canc^elled, when, of 

course, the nominal value of such debentures should be shown 
as a deduction from the original debenture issue on the liabilities 
side of the Balance Sheet. The redeemed debentures may be 
treated like other Sinking Fund Investments, if they are not 
immediately cancelled, the inteix^st being dealt with similarly to 
income received from other sinking fund investments. The profit 
made on the purchase of the debentures, as representred by the 
difference between the cost price and the nominal value of the 
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debentures, should bo transferred to Debenture Redemption 
Fund Account (or to Profit and Loss Account if the Articles 
permit, although to transfer to reserve is a more prudent policy). 

The Act provides that a company has power to reissue de¬ 
bentures previously redeemed either by reissuing the same 
debentures, or by issuing others in their place, unless the Articles, 
any contract entered into by the company, a resolution or some 
other act of the company shows an intention that the debentures 
should be cancelled. Particulars of debentures capable of being 
so reissued must be included in the company's balance sheet. 

The following is an example of the entries required when 
debentures are redeemed at a fixed date. 

EXAMPLE. 

Tho Suburban Company, Limited, showed in their accounts on Slat December, 
19.a Debenture Redemption Reserve Fund of £100,000, which was represented 
by an investment in 3J% War Loan of £102,000 (nominal). On tho following 
30th June the company’s bank balance was £12,000, and the War Loan having 
been sold at 101 net, the proceeds were paid into the bank, and Debentures, 
amounting to £100,000, were paid off. Show by means of ledger accounts the 
entnes in tho books of the company in respect of the above transactions. 


Dr. 


DEBENTURE ACCOUNT. 


Cr. 

10.. ' 
June 30 

I'o Cash . 


£ 

100,000: 

j 

19.. i 
June 30 | 

1 

By Balance 

bid. 

£ 

100,000 

Dr. 

DEBENTURE REDEMFITON FUND ACCOUhTr. 

Or. 

19.. 
June 30 

'fo General Re¬ 
serve . 


£ 

103,020 

19.. 

June 30 

By Balance 
„ Investment 
Account 

bid. 

£ 

100,000 

3,020 




£103,020 i’ 

!: 



£103.020 

Dr. 

INVESTMENT ACCOUNT—3i% WAR LOAN. 


Cr. 

19.. 
June 30 

To Balance 
„ (£102,000 
Stock) . 

„ Profit trans- 
ferred to 
Redemp¬ 
tion Fund 

bid. 

£ 

100,000 

3,020 

19.. 
June 30 

1 

1 

By Cash—Sale 
of £102,000 
Stock . 


£ 

103,020 




£103,020 




£103,020 
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Dr, 


GENERAL RESERVE ACCOUNT. 


19.. 

June 30 


By 


Debenture 
Redemp¬ 
tion Fund 



Or. 

£ 

103,020 


Dr. 

(EXTRACT FROM] CASH ACCOUNT. 

Cr. 

19.. 

! ! . ^ 

19.. ' 1 

£ 

June 30 

To Balance , bjd .! 12,000 

„ Realisation 
of Invest- . 

ments . | 103,020 

June 30 By Debenture 
; Account. . 

. ' 1 
i 
1 

100,000 


___' 




The following example illustrates the method adopted when 
the debentures are redeemed by purchase in the open market:— 


EXAMPLE. 

On Ist January, 1929, the X. Co., Ltd., issued £60,000 6% Debentures, to be 
redeemed on 3Ist December. 1949, or by purchase in the open market after Ist 
January, 1939, Sinking Fund Investments to be sold for this purpose. £l,(XX) 
was transferred annually to the Sinking Fund and invested with accrued 
interest, the balance on Slst December, 1939, being £11,200. During 1940, 
mcome amounting to £300 (net) was received from these investments and re¬ 
invested at the end of the year. The following investments were realised for 
the purpose of purchasing Debentures for immediate cancellation in 1940;— 



Cost 

liiOliH'd 

Nominal Value 
of Ihia ntun'S 

1940 

£ 

£ 

VurchuMd 

£ 

Feb.1 . 

. 1,000 

1,100 

1,160 

JSept. 30 

. 2,600 

2,490 

2,660 


Show the ledger accounts required to record the above transactions during 
19^10. Ignore the question of accrued interest in the purchase prico of the 
debentures. 


Dr, 

DEBENTURE STOCK ACCOUNT. 


Cr. 

1940 


' ^ I 

1940 

; 

£ 

Feb. 1 

To Cash: Purchase 


Jan. 1 

Bv Balance . 

bid. 

50,000 


of £1,160 (nominal) 



1 



Debentures 

1,100 


i 



„ Sinking Fimd— 


i 




Profit on 


1 




Cancellation . 

i 60 




Sept. 30 

„ Cash : Purchase 

' 





of £2,660 (nomi¬ 

' 


; 



nal) Debentures 

2,490 





„ Sinking Fund- 



: 



Profit on Can¬ 



1 



cellation 

160 




Deo. 31 

„ Balance . 

1 eld. i 46,200 

i 1 Ij 







i £50,000 




£60,000 




1941 







Jan. 1 

By Balance . 

bid. 

46,200 
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Dr. DEBENTURE SINKING FUND ACCOUNT. Or. 



--7 - - 






mo 



£ 

1940 1 



£ 

Sept. 30 

To Investment Ac¬ 



Jan. 1 

By Balance . 

bjd. 

11,200 

count . 


10 

Fob. 1 1 

„ Debenture Ac¬ 



Dec. 31 

„ General Reserve 


3,800 

1 1 

count . 


60 


„ Balance . 

c/d. 

9,000 

- 1 I 

Sept. 30 

1 „ Investment Ac¬ 
count . 

„ Debenture Ac¬ 


100 






count 


160 





, Dec. 31 i 

„ Cash : Interest on 







! i 

Investments . 


300 





! 

„ Profit and Loss 







: j 

Account 


1,000 




£12,810 

i 



£12,810 





1 1941 i 

Jan. 1 

By Balance . 

bid. \ 

9,000 


Dr. DEBENTURE SINKING FUND INVESTMENTS. 


Cr. 


-- 

.. . -- — 

_ — 





1940 



£ 

1940 



£ 

Jan. 1 

To Fialvnoe . 

bid. 

11,200 

Feb. 1 

By Cash—Rea lisa- 



Feb. 1 

„ SinkiniT Fund— 




tion of Invest- 




Ptofit on 

{ 



mcnts . 


1,100 


Ptcalisation . 

1 

! 100 

Sept. 30 

„ Casii—Realisation 



Dec. 31 

„ Cash 

! 

1,300 


of Investments 


2,490 






„ Sinking Fund— 








Loss on Realisa- 







tion . . ! 

10 





Dec. 31 

„ Balance . 

c/d. 

9,000 




£12,600 




£12,600 

1941 


! 






Jan. 1 

To Balance . 

b/d. 

9,000 





Dr. 


GENERAL RESERVE ACCOUNT. 


Or. 


1940 
Dec. 31 


By Sinking Fund— 
Transfer of 
nominal value 
of Debentures 
redeemed 


3,8(K) 


Redemption of Preference Shares. 

The main features of Section 46 of the Act, which deals with 
the redemption of preference shares, are summarised below :— 

(1) The shares are not to be redeemed unless they are fully 
paid—Subsection (1) (6). 
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(2) The shares can be redeemed only out of profits which 

would otherwise bo available for dividend or out of 
the proceeds of a new issue of shares made for the 
purposes of redemption—Subsection (1) (a). 

(3) Where the shares are redeemed out of profits there 

must be transferred to a “ Capital Redemption 
Reserve Funda sum equal to the amount apphed 
in redeeming the shares—Subsection (1) (c). 

(4) This fund can be reduced only in accordance with the 

provisions of the Act relating to the reduction of 
capital except where bonus shares are issued to 
replace the shares redeemed—Subsections (1) (c) 
and (6). 

(5) Where shares are redeemed out of the proceeds of a 

new issue, any premium payable on redemption must 
be provided out of profits before the shares are 
redeemed—Subsection (1) (d). 


The reason underlying the different accounting entries under 
the two methods of redemption should be appreciated. The 
difference arises primarily out of the legislature’s desire to safe¬ 
guard the rights of the company’s creditors by ensuring that the 
assets are not depleted. Where redemption takes place out of 
the proceeds of a new issue, working capital is not depleted ; but 
when redemption takes place out of profits there is no inflow 
of new capital to replace that which has just been paid off. If 
the company were then permitted to distribute as dividend the 
profits out of wliich redemption of the redeemable pD l’erence 
shares had been effected, there would be a further drain on its 
assets, possibly to the detriment of creditors ; hence (subject to 
certain provisions) the company is legally called upon to capitalise 
a portion of its profits equivalent to the amount applied in redeem¬ 
ing the shares. The transfer is of a similar natoe to that made 
between Debenture Redemption Fund Account and Reserve 
Account when debentures have been redeemed (see page 333), 
except that in tliat case the transfer is made as a matter of prudent 
policy and not under statutory compulsion. 


EXAMPJ.E8. 

I. Sharks Redeemkd at Par out of Profits. 

In accordance with the terms of issue a company redeems 50,000 6% 
Preference Shares of £1 each at par out of profits otherwise available for 
dividend. Show by means of journal entries the records in the books of the 
company. 
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JOURNAL, 


I Redeemable Preference Share Capital 
I Account ..... Dr, 

I To Cash. 

j Being redemption of 50,000 6% Re- 

I deemable Preference Shares of £1 each 

j at par in accordance with resolution 

i dated . 



50,000 


50,000 


Profit and Loss Appropriation Account Dr, ' 
To Capital Redemption Reserve Fund . | 
Being appropriation to reserve out of avail - j 
able j^ojits of a sum egual to the amount ; 
applied in redeeming 50,000 Prefer- j 
ence Shares of £1 each in accordance | 
with Section 46 (1) (c) of the Companies I 
Act, 1929, and resolution dated . | 


50,000 


60,000 


IT. Shakes Redeemed at Pab out of Proceeds of New 
Issue of Shares. 

In u.c*H>»’dunce ^vdth resolution dated.a company decides to issue 50,000 

Oidinary Shares of £1 each at par and utilise the jn‘ 0 (tc(‘ds to redeem 50,000 6^/i, 
PreOrenoC Shares of £1 each at par. Assuming the new issue was fully subscribed 
and paid up, show by means of journal entries the records in the company’s books. 


JOURNAL. 


19.. 


Cash. Dr, 

To Ordinaiy Share Capital Account 
Being issue of 50,000 Ordinary Shares 
of £1 each in order to provide funds 
for the redemption of Preference Shares 
amounting to £50,000 


Redeemable Preference Share Capital 
Account.Du. 

To Cash. 

Being redemption of 50,000 Re¬ 
deemable Preference Shares of £1 
each in accordance fvUh resolution 
dated . 


£ 

50,000 


£ 

50,000 


50,000 


50,000 


Note. —Redemption may be effected out of the proceeds of a new issue of 
any class of shares—it need not be a new issue of Redeemable Preference Shares. 


III. Shares Redeemed at a Premium out of Profits. 

Assuming the shares in Example I are redeemed at a premium of 28. 6d. 
per share, show by means of journal entries the records in the books of the 
company. 
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JOURNAL. 


19.. 

Sundries— Dr, 

Redeemable Preference Share Capital 1 

Account . 

Premium on Redemption Account . 

To Cash. 

Being redemption of 60,000 6% Re¬ 
deemable Preference Sharrj* of £1 each 
at a premium of 2s. 6d. per share in 
accordance with the terms of issue 
and resolution dated . ' 

1 

£ 

60,000 

6,250 

1 

! 

£ 

66,250 


Profit and Loss Appropriation Account Dr. j 

To Capital Redemption Reserve Fund 

Being appropriation to reserve out of \ 
available profits of a sum equal to the I 
amount applied in redeeming 50,000 | 

6% Preference Shares of £1 each in | 
accordance with Section 46 (1) (c) of i 
the Companies Acly 1929, and resolu- 
tion, dated . 

56.250 

56,260 

i 





Note. —Although it was probably the intention of the legislature that the 
transfer to Capital Redemption Reserve Fund should equal the nominal amount 
of the shares redeemed and that any premium should be written off to Profit 
and Loss Account, this is not apparent from a literal interpretation of the 
relevant section of the Act. The “ amount applied obviously includes the 
premium, and this interpretation has been followed in the above example, although 
it must not be overlooked that authorities differ as regards the practical applica¬ 
tion of this section. The premium paid will remain as a debit balance in the 
books and will be shown as a fictitious asset in the Balance Sheet until the 
company decides to write it off. 

This procedure should be compared with the treatment of the prem’am when 
shares are redeemed out of the proceeds of a new issue, Section 46 (1) (d) specifically 
stating that the premium must be provided out of profits. 


IV. Shares Redeemed at a Iremium out op Proceeds 
OF New Issue of Shares. 

Assuming the shares in Example II are redeemed at a premium of 2s. 6d. 
per share, show by means of journal entries the records in the books of the 
company. 


JOURNAL. 


Cash ...... Dr, ! 60,000 

To Ordinary Share Capital Account . ;; 

Being issue of 60,000 Ordinary i:)hares of ] 

£1 each in order to provide funds for 
the redemption of Preference Shares 
anumnting to £60,000 [premium not i 
bei 7 ig provided for in accordance with j 
the wording of the question], i 


£ 

60,000 
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JOURNAL— Continxied. 


19.; 


Sundries— Dr. 

Redeemable Preference Share Capital 
Account ...... 

Premium on Redemption Account . 

To Cash. 

Being redemption of 60,000 6% Re¬ 
deemable Preference Skarea of £1 
each at a premium of 2s. 6d. per share 
in accordance with the terms of issue 
and resolution dated . 


£ : £ 


60,000 

6,260 

66,260 


Profit and Loss Appropriation Account Dr. \ 6,260 

Tc Premium on Redemption Account . ! 6,260 

Being provision out of profits of premium ! ; 

of 2^. 6d. per share payable on re- | i 
demption of 60,000 6% Preference 
Shares of £1 each in accordance with I I 
Section 46 (1) (d) of the Cosnpanies \ 

Actf 192%t aTid resolution dated . ; li 


Noth —It will be seen, in this case, that the premium paid must be provided 
out ot profits, but that the balance on this ctccount is automatically eliminated. 


ft must not be overlooked that the compulsory creation of a 
Capital Redemption Reserve Fund may be effected by a series 
of transfers over the period of years during which the Redeemable 
Preference Shares are outstanding. 

Shares may, of course, be redeemed partly out of profits and 
partly out of the proceeds of a new issue of shares made for the 
purpose, but the necessary entries are on similar lines to the 
foregoing examples. Any premium payable would, in such a 
case, be apportioned according to the number of shares redeemed 
out of profits and the number redeemed out of the proceeds of 
the new issue, in order to comply with Subsections (1) (c) and 
(1) (d) of Section 46. 

A sinking fund might be established, the procedure being 
similar to a sinking fund for the redemption of debentures pro¬ 
vided that the provisions of Section 46 are strictly followed. 

If it is desired to reduce the Capital Redemption Reserve Fund 
the procedure must be in accordance with the provisions of the 
Act for reduction of capital. Bonus shares, may, however, be 
issued and the Capital Redemption Reserve Fund applied in 
paying up such shares. 

Secret Reserves. 

Another method which has the effect of strengthening a 
company’s financial position is the establishment of secret 
reserves, i.e,, reserves which ai^e not disclosed on the face of the 
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published accounts. The more usual methods by which they 
are created are :— 

(1) Charging capital expenditure to revenue ; for example, 

improvements and additions to buildings, machinery 
and plant, which in the ordinary way are capitalised, 
are charged against the current year's profits. 

(2) The undervaluation of assets ; e.g., fixed assets, invest¬ 

ments or stock-in-trade are valued much below cost 
or market price, while some very prosperous com¬ 
panies value “Goodwill/’ in their Balance Sheets, 
at a purely nominal figure (£1, in some cases). 

(3) The creation of specific reserves in excess of actual 

requirements, e.g., excessive provision for deprecia¬ 
tion or for bad debts. 

(4) Grouping items on the liabihties side of the Balance 

Sheet, e.g., Reserves and Creditors, under a general 
heading such as “ Sundry Creditors and other 
Credit Balances." 

* 

It will be noted that secret reserves may be secret either 
as to their mnount (e.g., goodwill written down to the nominal 
value of £1), or as to their existence (e.g., a reserve for con¬ 
tingencies merged in the item “ Sundry Creditors ” in the Balance 
Sheet). 

Although there is much to be said against the practice, secret 
reserves are often created by successful companies, and where 
abnormal profits have been realised in an exceptional year, it 
is probably quite a prudent course to adopt in order to establish 
the company upon a thoroughly sound basis. Such reserves, 
of course, should be fully disclosed to all the directors and to 
the auditors. 

Again, where fixed assets have appreciated in value, it may 
almost invariably be taken to be the correct policy to allow 
them to appear in the Balance Sheet at their original book value. 
If such an asset is realised at a profit, such profit may be 
used to reduce the book value of the new asset acquired in replace¬ 
ment. Alternatively, the profit may be transferred to reserve ; 
this method, however, necessitates disclosure in the accounts, 
unless the reserve is hidden among other liabilities, as in (4) above. 

It is common knowledge that, in accordance with the practice 
of many other financial undertakings, banking and insurance 
companies value their investments upon a very conservative 
basis. The item “ Bank Premises " in the Balance Sheets of 
banking companies is one which is usually shown much below 
the real market value. In the cases of such concerns continued 
success is largely dependent upon the retention of public con¬ 
fidence, and in the circumstances secret reserves serve a useful 
purpose. 

It is the lise to which secret reserves may be put rather than 
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their creation which gives rise to hostile criticism. Whilst the 
creation of secret reserves may be justified in certain circumstances, 
there is no justification for utilising the reserves to give an entirely 
fallacious impression of the profits being earned, or of the general 
prosperity of a company. If such accounts are used as the basis 
of statements in a prospectus for inviting subscriptions to shares 
or debentures, then the persons responsible for the misstatements 
may be held to be liable for misrepresentation. 

Thus while the creation of secret reserves may be justified, 
provided such reserves are created in the bona fide interests of the 
company, it is suggested that full disclosure should be made in 
the published accounts when such reserves are utilised in augment¬ 
ing the trading profits of the company. 

The Distribution of Profits. 

There are no statutory provisions in the Companies Act 
relating to the distribution of the profits of a company, the only 
regulations applicable being those contained in each company’s 
articles of association. In Table A there are clauses relating to 
dividends, and although special articles may extend or vary these 
provisions, the principal clauses of Table A are usually retained. 

The articles customarily provide that:— 

(1) No dividend shall be paid otherwise than out of profits; 

(2) The right to declare dividends shaU be vested in the members in 

general meeting, but no dividend may be declared at a rate exceed¬ 
ing that recommended by the directors; 

(3) The directors may pay such interim dividends as appear to be 

justified by the profits; and 

{i) Before recommending any dividend the directors may transfer to 
reserve such sums as they deem desirable. 

It will be seen, therefore, that the responsibility for the dis¬ 
tribution of profits among the members rests primarily with the 
directors. 

What are Divisible Profits ? 

The question of what are divisible profits is one that neces¬ 
sitates careful consideration, and in this connection the following 
extract from Lord Justice Buckley'^ well-known book on 
Company Law may be usefully quoted:— 

The profits of an undertaking are not such sums as 
may remain after payment of every debt, but are the 
excess of revenue receipts over expenses properly charge¬ 
able to revenue account. As to what expenses are 
properly chargeable to capital, and what to revenue, it 
is necessarily impossible to lay down any general rule. 
In many cases, it may be for the shareholders to 
determine this for themselves, provided the determination 
be honest and within legal limits.'' 

The legal aspect, however, is somewhat different from the 
commercial practice. It will be observed that the above extract 
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refers to the “excess of revenue receipts over expenses properly 
chargeable to revenue account/' and in several cases which have 
been decided by the courts a sharp distinction has been made 
between the necessity of making good losses of Fixed and of 
Floating Capital. The general effect of these legal decisions is 
that, in some instances, profits may be distributed and dividends 
declared without making provision for the wastage of certain 
fixed assets. 

Two of the leading cases on this point are Lee v. Neuchatd 
As'phalie Co,, 1889, and Verner v. General and Commercial 
Trust, 1894. In each of these cases it was held that the company 
had not exceeded its powers in declaring dividends without first 
writing down the book values of certain fixed assets. In the 
case of Verner v. General and Commercial Trust the company's 
business was that of an investment trust; the interest and 
dividends received on its investments were carried to the credit 
of revenue, and the balance of the Revenue Account was 
distributed as dividends without providing for depreciation of 
the capital value of the company's investments although the 
market value of some of them was greatly reduced. In the course 
of the judgment it was stated that:— 

Fixed capital may be sunk and lost, and yet the excess 
of current receipts over current payments may be divided ; 
but floating or circulating capital must be kept up." 

It should be added, however, that in the cases referred to, the 
company's articles contained no clauses requiring the directors 
to make good capital losses out of revenue. Of course, it must 
be understood that any provisions in a company's articles 
requiring such losses to be made good are valid and binding, 
and that effect must be given to them. 

While the legal position is that losses of fixed assets need 
not necessarily be provided for, yet from a commercial point of 
view such provision is absolutely essential to the prosperity and 
success of a continuing undertaking. Accordingly, the business 
practice is to make good the losses or wastage of such fixed assets 
as land and buildings, plant and machinery, etc., and ample 
reserves are made either by writing off the losses, or by raising 
sinking funds for their replacement, out of profits. On the other 
hand, when the fixed capital of a company is represented by such 
an inherently wasting asset as a gold mine, it is rarely found 
that any provision is made for the replacement of the capital 
by the time the mine is worked to exhaustion and is, therefore, 
valueless. 

The reason for this is that such a company is usually formed 
for the specific purpose of exploiting the asset, and that the 
intention is to wind up when the said asset is worked out. The 
appropriation of profits in order to provide for depreciation would 
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therefore simply result in a fund being built up which would be 
returned to members on the dissolution of the company, and it 
is considered more equitable and convenient to pay a higher rate 
of dividend over the period of the company’s existence. If all 
the members are aware of the true facts, and the regulations of 
the company contain no provisions to the contrary, the law will 
not interfere; and, indeed, there is no reason why it should do so. 

Divisible profits may also, subject to three essential conditions, 
include profits of a capital nature. These conditions are : 

(i) The profit must be realised (thus, an unrealised 

appreciation in the value of freehold premises cannot 
be credited to revenue); 

(ii) There must be a surplus after the revaluation of all 

other assets (thus, if any other assets are over¬ 
valued in the books, this over-valuation must first 
be set against the surplus on the realised asset); and 

(iii) The Articles of Association must permit the distribu¬ 

tion of such a surplus {Foster v. The New Trinidad 
Lake Asphalte Co., 1901 ; Lubbock v. The British 
Bank of South America, 1892). 

But where an unrealised capital “ appreciation ” really repre¬ 
sents the reinstatement of excessive depreciation written off the 
asset in previous years, the amount by which the asset is written 
up may be credited to Profit and Loss Account and thus made 
available for distribution {Stapley v. Read Bros, Lid., 1924). 

Payment of Interest out of Capital. 

Section 64 of the Act provides that where shares are issued 
for the purpose of raising funds for the construction of works, 
buildings, etc., which will not become revenue-earning for some 
considerable time, the company may pay interest on such paid-up 
capital and charge the said interest to capital as part of the cost 
of construction. No such interest may be paid, however, unless 
the payment is authorised by the company’s articles, or by 
special resolution, and is sanctioned by the Board of Trade. 
The rate of interest must not exceed 4 per cent, per annum or 
such other rate as may for the time being be prescribed by Order 
in Council, and the period for which it is paid, whiph must be 
such as the Board of Trade determines, must not in any case 
extend beyond the close of the half-year next after the half-year 
during wMoh the works were actually completed. The accounts 
of the company must clearly show the capital on which such 
interest is paid, and also the rate of interest. 

The Companies (Interest out of Capital) Order, 1929, provides 
that the maximum rate of interest to be paid in pursuance of the 
above section shall in no case exceed 6 per cent, per annum, in 
place of the maximum rate of 4 per cent.^specified in the section. 
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'J''he payment of interest on share capital under the provisions 
of Section 54 does not amount to the payment of a dividend out 
of capital, for interest and dividends are essentially different 
in their nature. The interest is paid during a period in which the 
question of dividend payment could not arise, for before the 
works in course of construction become revenue-bearing there 
could be no fund of profits out of which a dividend could be paid. 

Where loans, e.g., debentures, have been raised for capital 
purposes, the interest thereon may be paid out of capital, and 
that fact may be recognised in the accounts, i.e., by charging 
the interest so paid to the asset account. The interest is, of 
course, interest paid to a creditor and should be distinguished 
from interest paid to a shareholdery under Section 54. 

Profits made Prior to Incorporation* 

In many cases a company takes over a business from a date 
prior to its incorporation ; for example, a company registered 
on the 1st February may acquire the vendor's business as from 
the 3fst December of the previous year, the date on which the 
vendor's last balance sheet and accounts were compiled. From 
a legal point of view a company cannot earn profits prior to its 
incorporation, i.e., before it exists as a legal entity ; moreover, 
the vendor's price for his business is usually fixed at such a figure 
as to include the amount of the estimated profits for the inter¬ 
vening period. 

Such profits are not available for distribution ; for to distribute 
them amongst shareholders would, in fact, amount to a payment 
of dividends out of capital, for it is to be presumed that the 
equivalent of those profits has already been paid to the vendor as 
part of the purchase price. Such profits should be placed to 
a special reserve, of a capital nature, and used for capital purposes 
only, e.g., the reduction of goodwill. 

Sometimes, however, the vendor stipulates that the price 
agreed upon shall be for the business as at the date from which 
it is taken over, and the contract further provides for the payment 
of interest on the purchase money until the completion of the 
purchase is effected. In such cases, the interest payable up to the 
date of incorporation may be charged against any profits accruing 
prior to incorporation. These may be ascertained by taking stock 
and drawing up accoimts at the date of incorporation, or, if this 
method is inconvenient, they must be ascertained approximately 
by apportioning over the two periods the profits shown in the 
accounts at the end of the first trading period. 

There are two principal methods of apportionment, viz.: 

(а) on the basis of turnover ; and 

(б) on the basis of time. 

For example, a company was incorporated on the 1st February 
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and took over a business as from the previous 31st December. 
The profits for the first year were £3,000, the turnover for January 
being £4,000, and for the remaining eleven months £46,000. The 
apportionment may be made alternatively as follows :— 

On the BASIS OF TURNOVER. This method gives the pre¬ 
incorporation profits as gV £3,000 = £240, leaving £2,760 
available for distribution. 

On basis of time. By this method the pre-incorporation 
profits are i\r of £3,000 = £250, leaving £2,760 available for 
distribution. 

On the combined bases of turnover and time. A further 
method which is frequently used and which appears to give 
the best results is to apportion the gross profit according 
to the turnover during the respective periods, and the 
expenses according to time, the argument being that gross 
profits vary directly with the turnover, while expenses vary 
in proportion to the length of the periods, irrespective of 
the turnover in those periods. In certain cases, however, 
i?X}>en8es do not vary in direct proportion to time, and it 
may bo necessary to apportion each class of expense to the 
pre- and post-incorporation periods on its merits. Thus, 
travellers’ commission and carriage outward should, as 
for as possible, be apportioned according to the pre- and 
post-Incorporation sales of the classes of goods in respect 
of which they were incurred. Again, where certain expenses 
of a seasonal nature (e.g., heating and lighting) are heavy, 
an apportionment on a “ flat ” time bavSis would not give 
equitable results. 

Expenses which are applicable to pre- or post-incorporation 
profits only (e.g., Partners’ Salaries must have been incurred 
before incorporation, while Directors’ Fees and Debenture Interest 
must have been incurred after incorporation) must be charged 
entirely against the profit applicable to the period to which they 
lelate, no apportionment being possible. 


EXAMPLE. 

Johnsons, Limited, was incorporated on 30th Juno, 1940, to acquire the business 
of D. Fletcher & Son. The oompanv was to take over the business as from 
1st January, 1940, on the basis of the j^alance Sheet, dated 31st December, 1939, 
The accounts for the year ended Slst December, 1940, disclosed the following:— 
The Trading Accoimt showed a Gross Profit of £80,000. 

The sales for the year amounted to £400,000 (Ist January to 30th June, 
£180,000 ; 1st July to 31st December, £220,000). 

The following expenses were debited to the Profit and Loss Account:— 

Preliminary Expenses (1), £2,000 ,* Directors’ Fees, £1,600; Bad Debts, 
£1,640 (Ist January to 30th June, £780; Ist July to Slst December, £860); 
Advertising, £3,600 (under a contrAct amounting to £300 per month); Salaries, 
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Depreciation, and General Expenses, £21,600; Underwriting Commission and 
Brokerage, £4,640. 

The net profit for the year amounted to £46,120. 

If, in your opinion, the whole of the above net profit was not available for 
distribution, prepare a statement showing how you would deal with it. 


The amount of profits earned prior to incorporation are not available for 
distribution and should therefore be transfen^'d to a Capital Reserve Account and 
utilised for capital puqjoses, e.g., reduction of goodwill. 



Prior to 

SubseqtLent to 


Incorporation, Incorporation, 


£ 

£ 

Gross Profit apportioned according to turnover 

36,000 

44,000 

Less Expenses:— 



Preliminary Expenses .... 
Directors’ Fees ..... 


2,000 


1,600 

Bad Debts ...... 

! 780 

860 

Advertising ...... 

1,800 

1.800 

Salaries, Depreciation, etc. 

Underwriting Commission, etc. 

10,800 

10,800 


4,540 

« 

13,380 

21,500 

Net Profit ..... 

22,620 

22,500 


£36,000 

£44,000 

Therefore an amount of £22,620 should l>e 

transferred to 

Capital Reserve 

Account, wliile the balance of £22,500 is available for distribution as dividend. 


It should be noted that the expenses which relate solely to the company, are 
charged entirely against profits subsequent to incorporation. 


Wliere a loss is incurred prior to incorporation the effect is 
to increase the purchase price to a corresponding extent, in that 
the net assets acquired are correspondingly reduced ; thus oUch 
loss should be debited to Coodwill Account and written off as 
soon as profits are available. If it should happen that there is a 
loss prior to incorporation and a profit after incorporation, the 
former may be set off against the latt3r, thus reducing the div isible 
profit. 

Dividends Free of Income Tax/’ 

Dividends to shareholders are usually paid subject to deduc¬ 
tion of income Tax at the standard rate in force for the year in 
which the dividend payable becomes due. In some cases, however, 
under the authority of the company’s articles or a resolution of the 
company in general meeting, dividends are paid ‘‘ free of tax/' 
i.e., without tax being deducted. This phrase does not imply 
that no tax is payable on the dividends. Income Tax upon the 
profits of a company is invariably assessed upon the company and 
not upon the individual shareholders. Ordinarily, the company 
recovers the tax paid upon the distributed profits by deducting 
an appropriate amount from the dividend paid to each share¬ 
holder, but when a dividend is “ free of tax/' the gross amount of 
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the dividend is paid and the company bears the expense of the 
tax. 

The efifect of paying dividends in this manner is to increase 
the net sum received by the member of the company, and, as a 
general rule, “ tax free " dividends are confined to the ordinary 
shareholders. If the preference shareholders were paid their 
fixed rate of dividend “ tax-free ” they would be receiving an 
increased dividend and the ordinary shareholders would suffer 
a corresponding loss. The same principle applies to debenture 
holders, who are entitled to receive only the fixed rate of interest, 
less income tax. 


In order, however, to make their preference or debenture 
issues more attractive to investors, some companies pay the 
dividends or interest thereon “ free of tax,” but in such cases the 
articles or the resolution authorising the issue must specifically 
authorise the payment of dividends or interest in this manner. 
In other words, the general body of shareholders must consent 
to the extra payment. 


The following is a simple formula to ascertain the gross 
amount of dividend payable— 


>iot amount of dividend x 


_ 2 ^ _ 

20—rate of tax (in shillings). 


Arrears of Dividends. 

When the dividends on a company’s cumulative preference 
shares are in arrear, no entries are required to record tliis fact in 
the financial books. These dividends are payable only out of 
profits, and ordinarily no liability for payment can arise until 
sufficient profits are available for this purpose, and the dividend 
has been recommended by the directors and declared by the 
company in general meeting. Nevertheless there is a contingent 
liability, and the fact that the dividend is in arrear should be 
stated as a footnote to the Balance Sheet. 


Payment of Dividends. 

Dividends can be paid only after the payment has been 
sanctioned, generally by a resolution of the shareholders in 
accordance with the articles. It is usual for a company to 
confer express powers upon the directors to pay interim dividends 
on ordinary shares and interim and final dividends on preference 
shares without the sanction of the shareholders. The directors 
usually resolve, in addition, that the transfer books shall be closed 
for a stated period, in order that the dividend list may be prepared 
without being complicated by transfers made immediately prior 
to the distribution of the dividend. The resolution must be 
advertised. 

In making such a payment, the company prepares a “ Dividend 
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List/' in which are shown in appropriate columns for each share¬ 
holder— 

(a) The number of shares held ; 

(b) The amount paid-up on the shares held ; 

(c) The amount of the dividend at the appropriate rate ; 

(d) The amount of tax deductible therefrom ; 

(e) The net amount payable. 

Dividend warrants will then be prepared in accordance with 
the list and posted to the shareholders. These warrants must, 
even if the dividend is declared “ free of tax/’ disclose the gross 
amount before deduction of income tax, the rate and the amount 
of income tax appropriate to such gross amount, and the net 
amount actually paid. 

The following draft ruling would be suitable for such a list:— 


Dividend of 5% for the Year ended . 

On 600,000 Ordinary Shares of £1 eatch, fully paid: Dbclaued 


Share 

! Div. 

1 War¬ 
rant 
No. 

h 

Addreee 

No. of 

Amount 

i 

1 

i Net 1 

i 

Date ! . 

paid. 1 

ledger 

folio. 

1 Name. 

for 

ahares 

it of 

Tax. 

j amount j 

1 

dividend. 

held. 

I dividend. 

I' 

I' 

1 payable, j 


1 

1 


i 

1 

I £ s. d. 

j 

i 

, £ s. d. 

i. 

1, 

1 £ 8. d. 'i 

1 '1 

I i 

1 

1 1 

j j 

1 

1 


The entries required in the company's financial books are 
indicated by the following proforma journal entries :— 


DIVIDEND PAID LESS TAX. 


Profit and Loss Appropriation Account 

Dr. 

To Dividend Account 

Being dividend ai .... % on. 

Ordinary Shares of £1 eachy 
declared by shareholders ai the \ 
Annual General Meeting held on | 
.,19... ! 


Dividend Account , .Dr. 

To Income Tax Account . 

Being amount of income tax deduct¬ 
ible from the above dividend. 


'! Dr. I Cr 
li £ 8. d. I £ 8. d 



Dividend Account . . .Dr. 

To Bank Account .... 
Being payment of the above dividend. 
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DIVIDEND PAID “FREE OP TAX.” 


' Profit and Loss Appropriation Account I 

I ; 

I To Dividend Account . . . | 

I Being dividend at .... % free of lax ' 
I on .... Ordinary Shares of £1 | 

I each declared by shareJioldera at ' 

! the Annual General Meeting held 

‘ on .. 19. .. 


if Dr. Cr. 

I £ 8. d. £ s. d. 


I Dividend Account . . . Dr, \ 

I To Bank.j 

i Being payment of the above dividend, , 


The above is the method most frequently used in practice in 
the case of a free of tax dividend, though it would not be 
incoritjct to ‘‘ gross up ” the dividend, the entries then being 
similar to those required for a dividend paid less tax. 

T'he company's bankers will be instructed to transfer the total 
amount of the net dividend to a separate “ Dividend Account/' 
and the balance on this Dividend Account, as shown by the 
periodical examination of the special bank pass book, will repre¬ 
sent the total dividends unpaid at any given date. Unclaimed 
dividends must be shown in the Balance Sheet as a liability 
until the expiration of the stipulated period within which they 
may be claimed, i.e., twenty years, udess the Articles provide 
otherwise. After this period the unclaimed dividends revert to 
the company, and should be transferred to Reserve Account. 
The balance of the Dividend Account will be included in the 
assets as part of the item “ Cash at Bank," or it may be detailed 
as Cash at Bank on Dividend Account." 

Payments of debenture interest are recorded in a similar 
manner to payments of dividends. 

Alterations of Capital. 

Under the authority of Section 50 of the Act, a company may 
where its articles contain suitable provisions, alter its memo¬ 
randum of association so as to 

(а) Increase its share capital; 

(б) Consolidate or divide its existing shares ; 

(c) Convert paid-up share capital into stock and reconvert 

stock into shares; 

(d) Divide shares into smaller amounts provided that, 

where the shares are partly paid, the subdivision 
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is proportional os to the paid and unpaid amounts 
on each share ; and 

(e) Cancel shares not taken up. 

The power conferred upon a company to alter its capital must 
be exercised by the company by ordinary resolution in general 
meeting, unless the articles require some other form of resolution. 

Where the nominal capital is increased, no entries are required 
in the financial books until a new issue of shares takes place, 
when the procedure outlined in Chapter VIII. for issues of capital 
must be adopted. Similarly, where shares not taken up are 
cancelled the financial books are not affected, the only entries 
required being in the company's minute books, in wMch par¬ 
ticulars of the resolutions passed will be recorded. 

For the consolidation or division of capital, the old capital 
accounts must be closed and new accounts opened in their place, 
a transfer entry being passed through the journal in the following 
maimer:— 


i 

I 

Preference Shares (£6) Account 

! Dr. 

P £ 8. (1. 

|i 

Dr. 

1! 50,000 0 0 

!i 

To Preference Shares (£1) 

Account 

Being tJie conversion of 

li 

ji 

10,000 5% Preference 

j 

Shares of £5 each into \ 

i 

60,000 Preference Shares 
of £1 each in accordance 


with Resolution dated 

1 |! 

.19.. (Fufe 

Minute Book.) 

!l I 


A Share Conversion List, a specimen of which is shown on 
page 354 will be prepared, showing particulars of the old share 
capital held by each member and the new shares issued. 

In addition, the old Register of Members wiU be closed and 
a new one opened, in which will be recorded particulars of the new 
shares issued in exchange. 

Conversion of share capital into stock is dealt with in the same 
manner, the Share Capital Account being debited and the Stock 
Account credited with the amount converted. A Stock Conver¬ 
sion List should be compiled to record the necessary details, 
while the respective members' accounts in the share ledger will 
be closed, new accounts being opened in the stock ledger. 


M 
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SHARE CONVERSION LIST. 


Oid 

dtuurc 

Led. 

Fo. 

1 

Name. 

Address and 
Oooapation. 

£6 Shares. 

New £1 Shares. 

New 
Share 
' Led. 
Po. 

Remarks. 

Old 

Cert. 

1 No. 

1 

No. 

of 

Shares. 

DlstinctlTe Nos. 

New 

Cert. 

No. 

No. 

of 

Shares. 

1 DLstlnctive Noe. 

From 

To 

From 

To 


_ 

i 

! 


1 



" " 1 

i 



1 

1 


Occasionally, companies give debenture holders the option 
of converting their debentures into shares, and the records in the 
company’s books will appear in a similar manner to that outlined 
above. 

Notice of any alteration made in the “ capital ’’ clause of the 
memorandum must be given, in the prescribed form, to the 
Registrar of Companies. 


Reduction of Capital. 

Where losses occur to a sole trader or to a partnership the 
amount of the loss must be made good by the trader or by the 
partners ; alternatively, the loss may be debited to their capital 
account or accounts, resulting in a corresponding reduction 
thereof. 

In the case of a limited company, however, the liability of 
the proprietors (i.e., of the shareholders) is limited to the nominal 
amount of their shares, and except in so far as such nominal 
amount is not paid up, there can be no question of the loss being 
“ made good ” by them. Moreover, as the capital cannot be 
varied to meet fluctuations in profits, the loss must be separately 
shown on the assets side of the Balance Sheet until it is eliminated 
by subsequent profits or sanction is obtained for the reduction 
of the company’s capital. 

The procedure to be adopted when a reduction of capital is 
proposed is outlined in Sections 55 to 60 of the Act and may be 
summarised in the following manner ;— 

(1) A scheme showing the amounts to be written off the 
company’s capital (distinguishing the amount to be 
written off shares of (Merent classes), and the 
manner in which the reduction is to be applied to 
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the various assets is prepared and submitted to the' 
shareholders, who must approve the scheme by means 
of a special resolution. 

(2) After the special resolution has been passed, a petition 

is made to the Court for sanction of the scheme. 

(3) If satisfied that all creditors entitled to object to the 

reduction have either consented or been paid or 
secured, the Court may make an order confirming 
the reduction on such terms as it thinks fit, e.g., it 
may order that, for a specified period of time, the 
company must add the words “ and reduced ” to its 
title, or it may require the company to publish the 
reasons for reduction and the causes wWch led to 
the reduction with a view to giving proper informa¬ 
tion to the public. 

(4) After sanction by the Court, a copy of the order, with par¬ 

ticulars of the reduction and accompanied by copies 
of the special resolution as passed and confirmed by 
the shareholders, must be filed with the Registrar. 

(5) The old share certificates must be caUed in from the 

shareholders and indorsed with particulars of the 
reduction, or alternatively, the old certificates must 
be cancelled and new ones issued. 

(6) Particulars of the reduction should be indorsed on each 

member’s account in the Share Ledger. (This may 
conveniently be done by means of a rubber stamp.) 

The rights of the different classes of shareholders among them¬ 
selves must be considered in determining the amount to be written 
off each class of share. Thus, if the preference shares have a right, 
in the event of a winding-up, to the return of capital in priority to 
the ordinary shares, then the whole or the major portion of the 
loss is frequently borne by the holders of the ordinary and the 
deferred shares (if any). In practice, however, any scheme which 
does not appear to bear too hardly on any particular class or 
classes of shareholders will receive the sanction of the Court. 

If, in any question, you are asked to suggest a scheme for 
the reduction of capital, from the facts contained in a given 
Balance Sheet, make your answer as practical as possible. Study 
carefully the schemes published in the financial columns of the 
daily papers and introduce as many of the points given there as 
are pertinent to the question. Where, as in most cases, it is 
equitable that the ordinary shares shall bear the loss, they should 
never be entirely eliminated, though they may have to be reduced 
to a very small nominal value (e.g., Id. or Is.). By this means 
the ordinary shareholders retain some interest in the business 
and can thus reap some benefit from a subsequent boom period. 
Where part of the loss is borne by the preference shareholders. 
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it is usual to compensate them by increasing their dividend 
rights or by the allotment of ordinary shares (as reduced in value) 
to them, thus enabling the preference shareholders to participate 
in any surplus profits. Otherwise the ordinary shareholders 
retain the whole of the “ equity of the company (i.e., the right 
to receive surplus profit) and do not suffer any loss at all uri^r 
the scheme^ for the reduction of the nominal value of their shares 
merely gives effect to losses which have already taken place, and 
does not make the position of the ordinary shareholders any 
worse than it was before the reduction took place. 

The method of treatment in the financial books is to credit a 
Capital Reduction Account with the total amount of the 
reduction, the capital account of each class of share affected 
being debited with the portion of the reduction relative thereto ; 
while the debit balance of the Profit and Loss Account and any 
amounts written off assets are debited to the Capital Reduction 
Account, the respective asset accounts being credited. 

The following example will illustrate the necessary entries:— 


EXAMPLE. 

Bi^lance Sheet of the A. B. C. Co., Ltd. shows the following position :— 
Balance Sheet as at .19.. 


Liabilities. 

£ £ 

N(n.inc4 C' pital :— 

6% Pre- 
fcrenoe Shares of 
£1 each . . 20,000 

20,000 Ordinary 
Shares of £1 each 20,000 

- 40,000 

Issued Capital :— 

10,000 5% Prefer- 
enoe Shares £1 
each, fully paid . 10,000 

15,000 Ordinary 

Shares £1 each, I 

fully paid . . 16,000 

- 26,000 

Sundry Creditors . . . 6,400 

£31^00 


Assets. 

£ 

Freehold Premises at cost . 4,500 

Plant and Machinery at cost 4,500 

Stock-in-Trado . . . 9,400 

Sundry Debtors . . 3,600 

Cash at Bank . . 4,000 

Cash in hand . 375 

Profit and Loss Account 6,026 


£31,400 


The Preference Shares are preferential as to return of capital on Winding-up. 
Resolutions are passed and sanctioned by the Court:— 

“ That the Proferenoe and Ordinary Shares be reduced by 28. 6d. per 
share and lOs. per share respectively, to be applied as follows;— 

Profit and Loss Account.£6,026 

Freehold Premises.600 

Plant and Machinery.1,260 

Stock-in-IWe. 1,976 ** 

Make the entries necessary to give effect to the above, and prepare the new 
Balance Sheet. 
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JOURNAL. 


19.. 1 

I Sundries. Dr. 

j To Capital Reduction Account . 

I Preference Share Capital Account . 

I Ordinary Share Capital Account . 

Beirvg reduction of 28.6d. per share on 10,000 
5% Preference shares of £1 each and lO^. 
per sJuire on 16,000 Ordinary shares of £i 
each in accordance with special resolution 
passed at an extraordinary general meeting 
held on . and sanctioned by 


i order of the Court dated .19.... 

j Capital Reduction Account . . . I>r. 

I To Profit and Loss Account 

I „ Freehold Premises Account 


„ Plant and Machinery Account 

„ Stock-in-Trade. 

Beiruj amounis written off in accordance 
with scheme, sanctioned by order of the 
Court dated .19.... 


Dr. I Cr. 

£ I £ 

j 

‘ 8,760 
1 , 260 : 

7,600 


'! 8,750 i 
1 ' 6,025 

500 
1,250 
1,975 


Or. 

CAPITAI 

J REDUCTION 

ACCOUNT. 


Cr. 

19.. 

To Profit and Loss 


£ 19.. 

By Pref. Share 


£ 


Account 


6,025 

Capital 


1,2.50 


„ Freehold 



„ Ord. Share 




PremiseB 
„ Plant and 


600 

Capital 


7,.500 


Machinery . 

,, Stock-in-Trade 


1,250 






1,975 







£8,750 



£8,750 

Dr. 



PREFERENCE 

SHARES. 


Cr. 

10.. 

To Caj)ital Rediic- 


£ ;; 19.. 

By Balance 


£ 

10,000 


tion . 


1,250 ! 




„ Balance . 

eld. 

8,750 1 







£10.000 1 

‘ ■ ! 1 



£10,000 




■ i 
1 

1 1 

By Balance 

bjd. 

8,750 

Dr. 


ORDINARY SHARES. 


Cr, 

19.. 

To Capital Reduc¬ 


£ 19.. 

By Balance 


£ 

16,000 


tion . 


7,500 





„ Balance . 

cjd. 

7,600 







£16,000 



£16,000 





By Balance 

bjd. 

7,600 
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A.B.C. COMPANY, LIMITED. 

ADJUSTED BALANCE SHEET AS AT.19.. 


lAabiliiiea, 

£ £ 

Nominal Capital 
20,000 6% Preference 
shares of £1 each, 
reduced, by order of 
the Court to ITs. 6d. 
each . . . 17,500 

20,000 Ordinary shares 
of £1 each, reduced, 
by order of the Court 
to lOs. each . . 10,000 

- ^ 7>500 

Issued Capital;— £ 

10,000 6% Preference 
shares, reduced, by 
order of the Court to 
178. 3d. each . . 8,760 

16,000 Ordinary shares, 
rctinced, by order of 
the Co^irt to lOs. 
each . . 7,600 

- 16,260 

Sundry Creditors . 6,400 

£22,650 

Note.—^T he Court may order the company to add the words *' and reduced 
to its name for a specified period. 

Where a company’s capital is in excess of its requirements 
it may either with or without extinguishing or reducing liability 
on any of its shares, pay off any excess or unemployed share 
capital (Section 66). 

In this case Share Capital Account is debited with the amount 
returned to the shareholders and Cash Account credited, the 
necessary alterations being made in the Share Register. It is 
also usual in this case to transfer an equivalent amount from 
Profit and Loss Appropriation Account to Capital Reserve 
Account, in order to conserve the working capital. 

Amalgamation and Absorption of Companies. 

It is nowadays a common practice for concerns engaged in the 
same trade to agree to combine, or, as it is technically termed, 
to amalgamate, with the object of, irUer alia, eliminating, or at all 
events decreasing the risk of competition, pooling financial, 
technical and commercial resources, and securing the economies 
attending large-scale production (e.g., more advantageous buying 
of raw materials). Such amalgamations take different forms 
according to circumstances and according to the terms agreed 


Assets, 



£ 

£ 

Freehold Premises at cost 

4,600 


Less Amount written off 

600 

4,000 

Plant and Machinery at 

£ 


cost 

4,600 


Less Amount written off 

1,260 



£ 

3,260 

Stock-in-Trade 

9,400 


Less Amount written off 

1,976 



— 

7,425 

Sundry Debtors 


3,600 

Cash at Bank 


4,000 

Cash in hand . 

£ 

376 

Profit and Loss Account . 

6,025 


Less Amount written off 

6,025 



£22,650 
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upon between the companies concerned; the principal forms 
being:— 

(1) The old companies agree to sell their Assets to a new 

COMPANY promoted by them, and the old companies 
are wound up. The liquidators of the old companies 
become the vendors, receiving from the new company 
fully paid shares and/or cash for distribution to the 
old shareholders. This method is usually referred to 
as an amalgamation. 

(2) The old companies retain their separate existence, one 

company (either a new company or some other 
existing company) acquiring the Shares of the 
other companies. In this case, what really occurs 
is a change of shareholders ; the purchasing company 
(or its nominees) becoming a shareholder in the other 
companies. This is the holding company type of 
amalgamation, which will be dealt with more fully 
later in this chapter (see pages 386 to 398). 

(3) An existing company acquires the Assets of the 

other company (or companies) in consideration of the 
issue of fully paid shares and/or a cash payment. 
This method is usually referred to as an absorption. 

Amalgamation—Entries in Old Companies’ Books.— 
Taking into consideration the difference in the nature of the 
proprietorship, the entries required to close the books of the old 
companies are on similar lines to those required to close the books 
of a partnership (see ‘‘ Partnership Dissolution Accounts ” in 
Chapter XV), and may be summarised as follows :— 

(1) Open a Realisation Account and debit it with the 

book value of the assets taken over by the purchasing 
company, the corresponding asset accounts being 
credited. As a rule, cash is not taken over, and w^ill 
therefore remain as a balance on Cash Account. 
Fictitious assets, such as Preliminary Expenses or a 
debit balance on Profit and Loss Account, will not be 
taken over by the purchasing company, but will be 
dealt with as indicated in (7) below. 

(2) Credit Realisation Account with the liabilities taken 

over by the purchasing company, and debit the 
corresponding liabilities accounts. 

(3) Credit Realisation Account and debit an account in the 

name of the purchasing company with the amount of 
the purchase consideration. 

(4) Credit the purchasing company’s account with the 

amount paid in satisfaction of the purchase considera¬ 
tion, and debit Shares in Purchasing Company 
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Account and/or Cash Account, according to whether 
the purchase consideration is discharged in shares 
and/or cash. 

(5) Debit Realisation Accoimt and credit Cash with the 

expenses of realisation (whore the purchasing com¬ 
pany has not agreed to defray them.) 

(6) Transfer Share Capital Account, credit balance on 

Profit and Loss Account, and any other undis¬ 
tributed profits (e.g.. General Reserve) to Sundry 
Shareholders’ Account. 

(7) Credit any fictitious asset accounts (e.g.. Preliminary 

Expenses, debit balance on Profit and Loss Account) 
and debit Sundry Shareholdei's’ Account. 

(8) Close off Realisation Account, which will then disclose 

either a profit (credit balance) or a loss (debit balance) 
on realisation. In the former case, debit Realisation 
Accoimt and credit Sundry Shareholders’ Account; 
in the latter case credit Realisation Account and 
debit Sundry Shareholders’ Accoimt. 

(9) Close off Sundry Shareholders’ Account by debiting it 

with the shares in the purchasing company and cash 
distributed to the shareholders, and credit Shares in 
Purchasing Company Account and Cash Account. 

Where there are two or more classes of shares in the selling 
company, a separate Sundry Shareholders’ Account would, in 
practice, be opened in respect of each class of shai'e, but for 
examination purposes it is permissible to use a single Sundry 
Shareholders’ Account. 

Amalgamation—Entries in Purchasing Company’s Books. 
—These are substantially the same as those required upon the 
formation of a limited company to acquire the business of a sole 
trader or a partnership (see Example on pages 297 to 303). The 
values at which the assets and liabilities taken over stood in the 
books of the vendor company are not necessarily a pplicable to the 
purchasing company, which may bring them into its books at 
amended valuations, the old values being ignored. 

It will usually be found that the purchase consideration is 
either more or less than the book values (amended, where neces¬ 
sary) of the net assets (i.e., assets less liabilities) taken over. The 
balancing entry in the purchasing company’s books wiU bo :— 

(a) If the purchase consideration is greater than the book 
value of the net assets, deWt the difference to 
Goodwill Acoount. 

{h) If the purchase consideration is less than the book 
value of the net assets, credit the difference to 
Capital Reserve Account. 
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Similar entries will be made in respect of each company which 
is taken over by the new (purchasing) company. If the latter also 
makes an issue of shares to the public, the book entries will be 
on the lines indicated on pages 285 and 286. 

The Act gives power to a company to acquire compulsorily 
the shares of shareholders dissenting from a scheme of amalgama¬ 
tion on the same terms as those offered to approving share¬ 
holders (subject to the order of the Court), provided that, inter 
alia, the scheme has been approved by the holders of not less than 
nine-tcntlLS in value of the shares or class of shares affected. 
(Section 155). 


EXAMPLE. 

I’he Balance Sheets at 31st December, 19.., of Ext*, Ltd., and Wye, Ltd., two 
companies carrying on a similar trade, were :— 

EXE, LTD.— Balance Sheet as at 31st December, 19.. 


Liabililies, 

Share Capital (Authorised and 
Issued) . . . . 

Sundry Liabilities 
General Reserve . 

Profit and Loss Account 


£ Assets. 

Sundry Assets . 

60,000 

20,000 , 

5,000 

16,000 


£90,000 


£ 

90,000 


£90,000 


WYE, LTD.— Balance Sheet as at 31 st December, 19.. 


Liabilities, £ Assets. 

Share Capital (Authorised and , Sundry Assets . 

Issued) .... 40,000 Profit and Loss Accounl 

Sundry Liabilities . . 10,000 


£50,000 


I 

i £ 

38,000 

12,000 


£60,000 


As from the above date, they agreed to amalgamate, and a new company, 
Exewye, Ltd., was formed to take over the assets and liabiUties of both companies, 
on the basis of the values shown in the above Balance Sheets, for the following 
considerations;— 

Exe, Ltd.—76,000 shares of £1 each and £6,000 in cash. 

Wye, Ltd.-—20,000 shares of £1 each and £6,000 in cash. 

Exowye, Ltd., also made a public issue, which was fully subscribed and paid 
for, of £50,000 shares of £1 each. 

Show the Journal entries necessary to clase the books of Exe, Ltd., and Wye, 
Ltd., and to open the books of Exewye, Ltd., and draw up a Balance Sheet of 
Exewye, Ltd., after giving efiFeot to the above transactions. State how much 
the various shareholders in the old companies would receive. Ignore realisation 
expenses. 

M* 
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EXE, LTD.-JOURNAL. 


Realisation Account. . . . />. j 

To Sundry Assets . . . . . j 

Being sundry assets taken over by Exeivye, | 
Ltd,, as per agreement dated . 


£ I £ 

90,000 I 

I 90,000 


Sundry Liabilities .... 
To Realisation Account . 

Being sundry liabilities taken over 
Exewye, Ltd., as per agreement 
dated . 

Dr. 

h 

20,(XX) 

20,000 

ExeMryc, Ltd . 

Dr. 

i 80,000 


To Realisation Account . 

, 


80,000 

Being agreed purchase consideration. 


1 

l! 


Shares in Excwve, Ltd. 

Dr. 

I 70,000 


Cash . 


i 6.000 


To Exewye, Ltd. 

Being discharge of purchase consideration. 

! 

1 

80,000 

Share Capital Account 

Dr. 

; 60,000 


General Res(^i^^e .... 


! 5,000 


Profit and Loss Account . 


' 1.5,0(X) 

1 

To Sundry Shareholders 


1 

70,000 

Being transfer of balances, \ 

Realisation Account .... 

Dr. 

10,000 

1 

To Sundry Shareholders 

, 

1 

10,000 

Being profit on realisation. | | 

1 Sundry Shareholders 

Dr. 

' , 80,000 


To Shares in Exewye, Ltd. 

, 


76,000 

„ Cash ...... 

Being purchase consideration received by 

; ! 

6,000 

shareholders. \ \ 


WYE, LTD.—JOURNAL 


Realisation Account.... 
To Sundry Assets .... 
Being sundry assets taken over, etc. 


Dr, 


Sundry Liabilities . . . , Dr. 

To Realisation Account.... 
Being sundry liabilities taken over, elc,,.. 


Exewye, Ltd. 

To Realisation Account. 

Being agreed purchase consuleration. 


Dr, 


£ £ 
I 38,000 i 


10,000 


25,000 


38,000 


10,000 


i 26,000 
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WYE, LTD.—JOURNAL—con<intted. 


; Shares in Exewye, Ltd. 

. Dr. 1 

20,000 1 


Cash. 


6,000 ! 


To Exewye, Ltd. . 

; . ! 

26,000 

1 Being discharge of purchase consideration. ! 



1 Share Capital Account 

. Dr. ■ 

40,000 


To Profit and Loss Account . 



12,000 

1 „ Sundry Shareholders 



28,000 

; Being transfer of balances. 




, Sundry Shareholders 

To Realisation Account. 

. Dr. 

3,000 

3,000 

1 Being loss on realisation. 



Sundry Shareholders 

To Shares in Exewye, Ltd. 

. Dr. 

25,000 

20,000 

„ Cash .... 


' 

, 6,000 

Being purchase consideration received by 



shareholders. 




EXEWYE, LTD.-nJOURNAL. 





£ 

i 

£ 

Sundry Assets .... 

. Dr. 

90,000 


Goodwill. 

• 

1 10,000 



To Sundry Liabilities .... 

,, Liquidator of Lxe, Ltd. (Vendor) 

Being assets and liabilities taken over from 
Exe, Ltd.f and purchase consideraliouy 
as per a/jreement dated . 

Liquidator of Lx(;, I^td. (Vendor) . Dr. 

To Share Capital Account . . . j 

„ Cash.j 

Being discharge of purchase consideration. \ 


Sundry Assets. Dr. 

To Sundry Liabilities .... 
„ Capital Reserve [see Note (1)] . 

„ Liquidator of Wye, Ltd. (Vendor) 
Being assets and liabilities taken over, 
etc . 


Liquidator of Wye, Ltd. (Vendor) . Dr. 
To Share Capital Account 

„ Cash. 

Being discharge of purchase consideration. 


80,000 


20,000 

80,000 


75,000 

5,000 


38,000 


I 10,000 
; 3,000 

1 26,000 


Ajinplication, Allotment and Call Accounts Dr. | 
To Share Capital Account . . . i 

Being issue of shares to the public. | 


25,000 


60,000 


20,000 

5,000 


50.000 
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EXE\VYE, LTD.-JOURNAI.r-HX)witntte(i. 


Cash. Dr. 

To Application, Allotment and Call 

Accounts. 

Being receipt of moneys for above issue. 


£ £ 
60,000 j 

i 60,000 


EXEVVYE, L 

Liabiliiies, 

Share Capital;— 

Authorised 

Issued—146,000 Shares of 
£1 each, fully paid 
Sundry Liabilities 
Capital Reserve . 


K —Balanotc Sheet as at_ 

£ i Assets. 

' Goodwill . 

? Sundry Assets . 

Cash 

146,000 
30,000 
3,000 I 

£178,000 


£ 

10,000 

128,000 

40,000 


£178,000 


Shareholders in Exe, Ltd., will receive 3 shares in Exewye, Ltd., for every 2 
held in Exe, Ltd., and 23. in cash for every share in Exe, Ltd. 

S: artihoiders in Wye, Ltd., will receive 1 share in Exewye, Ltd., for every 2 
held in Wye, Ltd., and 2s. 6d. in cash for every share in Wye, Ltd. 

Notes 

(1) The Capital Reserve of £3,000 arising out of the purchase of the business 

of Wye, Ltd., may be used, if desired, to write down the book value of 
any of ^he assets taken over from that company, if they are considered 
to bo over-valued. Alternatively, the amount of such Capital Reserve 
can be used in the reduction of the item Goodwill in connection with the 
net assets acquired from Exe, Ltd. This latter method is recommended 
in that it is generally contended that the items Capital Reserve and 
Goodwill should not both appear in the same Balance Sheet. 

(2) The reason why such items as General Reserve and Profit and Loss 

Account balance are not taken over by the new company must be 
thoroughly understood. Assuming that there are no fictitious assets 
in a company’s Balance Sheet, its net assets must necessarily be 
equivalent to the shareholders’ “ equity ” in the concern (i.e., Share 
Capital plus any undistributed profits); thus, in the cose of Exe, Ltd., 
the net assets of £70,000 are equal in amount the shareholders’ 
“ equity ” (Share Capital, £60,000 General Reserve, £6,000 plus 
Profit and Loss Account, £16,000). Clearly, therefore, a company 
cannot purchase both net assets arid the “ proprietorship ” accounts 
which show how such assets are represented on the liabilities side of 
the Balance Sheet. 

Where a reserve on the liabilities side of the Balance Sheet represents 
a diminiUion in the value of mtmn items on the assets side (e.g., a Reserve 
for Depreciation), the position is different; the reserve must then be 
deduct^ from the relative gross assets before arriving at the book 
values of the assets to be taken over by the purchasing company. 

ABSOBmoN.—^The book-keeping entries arising out of an 
absorption, both in the books of the purchasing company and in 
those of the vendor company (or companies) are very similar to 
those already explained in the case of an amalgamation. The 
main difference is that in the c^ of an absorption the purchasing 
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company is already in existence, and is very likely already carry¬ 
ing on business of a nature similar to that carried on by the 
absorbed company. Any assets taken over which are of a similar 
type to assets already appearing in the purchasing company’s 
books will therefore be debited to existing asset accounts, and 
future Balance Sheets of the purchasing company will usually 
show its assets without any distinction between those originally 
held and those acquired from the absorbed company. 

EXAMPLE. 

Condensers, Limited, entered into arrangements to sell their undertaking to 
Radio Components, Limited. 


The Balance Sheet of Condensers, Limited, was as follows :— 


Liabilities. 




£ 

£ 

Nominal Capital — 

OofKlwill at cost . 


20,(K)0 6% Preference Shares 

Patent Rights at cost . 

5,000 

oft£l ea<3h 

20,000 Machinery and Plant at cost 


30,000 Ordinary Sliares of £1 

depreciation 

14,0{K) 

each 

30,(X)0 Stock-in-Trade . 

5,000 


1 Sundry Debtors . 

3,000 


£50,000 ; Profit and Loss Account 

25,000 

Subscribiid Capital — 



10,000 6% Preference Sliaros 



of £1 et\oh, fully paid 

10,000 ’ 


30,000 Ordinary Shares of £1 



each, fully fJaid 

30,000 


Loans . . , . . 

6,000 


Sundry Creditors . 

8,500 


Bank Overdraft . 

600 



£54,000 1 i £54,000 


The current Balance Sheet of Radio Comi)Ouent8, Limited, is as follows:— 


LiahiHties. | £ 

Nominal Capital — i 

60,000 7 % Preference Shares , 
of £1 each . . .1 50,000 

40,(KX) Ordinaiy Shares of £1 | 
each . . . . I 40,000 

I £90,000 

H'nhscribcd Capital — 

.36,000 7% Preference Shares , 
of £1 each, fully paid . ' 36,000 

26,000 Ordinary Shares of £1 ' 
each, fully paid . . 25,000 

Sundry Croilitors . . . 16,000 

General Reserve . . . 26,000 ' 

Profit and Loss Account . 10,000 

I £110,000 


A ssets. 

£ 

Freehold Property at cost 

Patent Rights at cost less 

10,000 

depredation 

Machinery and Plant at cost 

15,000 

Ic'ts depreciation 

20,000 

Stock-in-Trade . 

25,000 

Sundry Dddors , 

25,000 

Cash at Bank 

15,000 


£110,000 
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Tho terms of sale were:— 

Radio Components, Limited, to take over all assets of Condensors, Limited, 
together with the liabilities. 

Radio Components, Limited, to pay the cost of liquidation of Condensors, 
Limited. 

Loanholders in Condensors, Limited, to receive 6% Mortgage Debentures 
in Radio Components, Limited, to the full extent of their holdings. 

Preference Shareholders in Condensors, Limited, to receive three 7% 
Preference Shares in Radio Components, Limited, of £1 each, for each 
four shares held by them. 

Ordinary Shareholders in Condensors, Limited, to receive one Ordinary 
Share in Radio Components, Limited, of £1 each, for each five shares 
held by them. 

The above-mentioned arrangements were duly carried out, the cost of winding 
up Condensors, Limited, amounting to £600. 

Show the Journal entries necessary to incorporate the figures in the books 
of Radio Components, Limited, and set out the Balance Sheet of that company 
after the absorption has taken place. 


RADIO COMPONENTS, LIMITED.-JOURNAL. 


: Sundries l>r. 

! To Simdries 
I Goodwill [see Note (2)] 

I Patent Rights. 

I Machinery and Plant .... 

I Stock-in-Trade ..... 

Sundry Debtors .... 

Sundry Creditors 

Bank Overdraft .... 
Condensors, Limited . 

Being assets and liabilities taken over from 
Condensors, Limited, as per agreement 
dated . 


Condensors, Limited . . .Dr. 

To Sundries 

Preference Share Capital Account 
Ordinary Share Capital Account . 

6% Mortgage Debentures Account 
Bei'ng discharge of purchase consideration 
for assets and liabilities taken over from 
Condensors, Limited, as per agreement 
and minute dated. .. 


Absorption Expenses {per liquidator of 
Condensors, Ltd.) . . . Dr, 

To Cash. 

Being payment of cost of winding-up 
Condensors, Ltd, 


600 

6,000 

14,000 

6,000 

3,000 


8,600 

600 

18,600 


18,600 


7,600 

6,000 

6,000 


600 


f)00 
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RADIO COMPONENTS, LTD.— Balance Sheet as at .... 


Liabilities, 

£ i 

Assets, 

Nominal Capital — 


Goodwill at cost 

50,000 7% Preference Shares 


Freehold Property at cost 

of £1 each 

60,000 j 

Patent Rights at cost less de¬ 

40,000 Ordinary Shares of £1 


preciation .... 

each .... 

40,000 j 

Machinery and Plant at cost 


1 

less depreciation . 


£90,000 

Stock-in-Trade 

Subscribed Capital — 

■ 

Sundry Debtors 

42.600 7% Preference Shares 

Cash at Bank 

of £1 each, fully paid 

42.5001 

Absorption Expenses . . ! 

31,000 Ordinary Shares of £1 ! 


each, fully paid 

31,000 i 

i 

6% Mortgage Debentures. 

6,000: 

1 

Sundry Creditors 

23,500 

1 

1 

Bank Overdraft 

600 


General Reserve 

26.000 


Profit and Loss Account . 

10,000 



£ 

600 

10,000 

20,000 

34,000 

30,000 

28,000 

14,400 

600 


£137,500 


£137,500 


Notes 

(1) Absorption Expenses, £600 should preferably be writt-en off to Profit and 
Loss Account in the near future. Alternatively, however, the item may be 
added to Goodwill Account. 

(2) Alternatively, the Goodwill appearing in Condensers, Ltd.’s Balance 
Sheet could have been brought into the books of Radio Components, Ltd. This 
would, however, merely have resulted in the creation of a Capital Reserve of 
£1,600, which would have then been available for writing down Goodwill to 
the figure brought in in the above solution (£600). 

(3) It is assumed that, with the exception of Goodwill, Raflio Components, 
Ltd. does not revalue any of the assets and liabilities taken over. Any revalua¬ 
tion would bring about a corresponding adjustment in the book value of Good¬ 
will, since this represents the “ balancmg item.” 

(4) In working the above example it has been assumed that the debentures 
were issued to the liquidator of Condensors, Ltd., for distribution to the loan- 
holders. If, however, Radio Components, Ltd., formally took over the loans 
and made the distribution of the debentures direct to the loanholders, the 
purchase consideration would be £13,600 oiJy, and in the books of Condensors, 
Ltd., Loans Account would be debited and Realisation Account credited with 
the loans taken over. 

The entries in the Journal of Radio Components, Ltd., would be:— 

: £ ' £ 


Sundry Assets ..... 
To Sundry Creditors 
„ Bank Overdraft 

„ I^ans. 

„ Condensors, Ltd. 

BetTig assets and liabilities taken 
from Condensors, Ltd. 

Dr. 

over 

‘ 27,600 

1 

8,600 

500 

5,000 

13,500 

Condensors, Ltd. 

Dr. 

13,600 


To Preference Share Capital . 

, 


7,500 

„ Ordinary Share Capital 

Bdrtg discharge of purchase consideration. 


I 6,000 
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JOURNAL— cofUinued. 


Loans Account . . . , Dr, , 

To Sundry I^anlioldors . . . . I 

Bein/f transfer of loans to be cancelled. 

Sundry Loanholders.... Dr, | 
To Mortgage Debentures . . . j 

Being issue of debentures to sundry loan- 
holders. 


Absorption Expenses . . . Dr. 

To Cash. 

Being payment of cost of winding-up 
CondensorSf Ltd. 

When the shares of the purchasing com})any are quoted at a 
premium on the market, this fact should be taken into account in 
computing the num})er of shares to be allotted to the absorbed 
company in full or part satisfaction of the purchase consideration. 
Thus, ijf the purchase consideration, to be satisfied entirely in 
fully paid £1 Ordinary shares, is £30,000, and these shares are 
standing at 24s., it would not be correct to allot 30,000 shares, for 
the shareholders would thereby obtain assets which could be 
realised for £36,000. The correct procedure is to compute the 
number of shaxes which, at the current market value, would equal 
the amoimt of the purchase consideration, and to credit Share 
Capital Account accordingly, the balance being credik^d to a 
Premium on Shares Account. The necessary Journal entry 
would be :— 


I 5m ^ 
i 5,000 


5,000 

6,000 


600 

600 


Vendor Company’s Account . . Dr. 

To Ordinary Share Capital Account 
„ Premium on Shares Account 
Being discharge of purchase consideration. 


£ £ 
30,000 

25,000 

5,000 


The balance on Premium on Shares Account may, if desired, be 
utilised in writing down any Goodwill arising out of the absorption. 

Reconstruction of Companies. 

The term reconstruction ’’ caimot be exactly defined, for it 
is used in a very wide sense to express any material alteration 
in the constitution of a company or in the rights or interests of 
shareholders, debenture holders or other creditors. A company 
reconstruction frequently, though not necessarily, involves the 
winding-up of an existing company and the transfer of its assets 
to a new company. An amalgamation scheme may also involve 
a reconstruction. 
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Reconstructions may be found necessary for a number of 
reasons. A company may be burdened with an accumulation of 
losses which it is desirable to clear off in order to place the com¬ 
pany in a favourable position for the earning of profits ; it may 
be desirable to raise further capital from existing shareholders by 
forming a new company and allotting to them partly-paid shares 
therein; the company may wish to extend the scope of its 
Memorandum; and so on. 

The following points are of importance in drafting a recon¬ 
struction scheme :— 

(1) The avoidance of overcapitalisation, especially in 

respect of goodwill. 

(2) The maintenance of adequate liquid capital. For this 

purpose a further issue of shares by the new or 
reconstructed company may be necessary if external 
liabilities of the old company are to be discharged. 

(3) The preservation of the equities of the shareholders. 

Tliis will depend upon the reasons for the reconstruc¬ 
tion. Any accumulated losses will seriously affect 
the equity of the ordinary shareliolders in cases where 
])ieference shares are preferential as to capital. In 
other cases the relative equities of ordinary and 
preference shareholders as they existed in the old 
company should be maintained in the new company, 
except in so far as any secret reserves are adjusted 
for the benefit of one class of shareholders only. 

(4) debentures must be satisfied either by repayment or 

by exchange for a new issue of debentures at a- lower 
rate of interest with a capital compensation, or partly 
for debentures and partly for shares. 

(5) Creditors must be dealt with according to their demands, 

and the procedure of the liquidator in this respect is 
largely controlled by the provisions of Section 153 
of the Companies Act. 

EXAMPLE. 

The following is the Balance Sheet of a limited com]>any :— 


Liabilities, 

£ 


£ 

Share Capital (Authorised and 


Goodwill a'b cost 

30,000 

Issued):— 


Patents and Trade Marks at 


200,000 7}% Preference Shares 


cost less depreciation . 

10,000 

of £1 each, fully paid 

200,000 

Property, Plant, etc., at cost 


100,000 Ordinary Shares of £1 


less depreciation . 

, 120,000 

each, fully paid 

100,000 

Stock-in-Trade 

; 12,000 

£10,000 6% Debentures . 

1 10,000! 

Sundry Debtors 

! 16,000 

Bank Loan .... 

’ 3,0001 

Cash at Bank 

' 4,000 

Sundry Creditors . 

! 12,6001 

1 Profit and Ix)88 Account. 

i 134,600 


£326,600' 

i£326,600 




: “ 
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The directors are desirous of reconstructing the company to avoid the burden 
of interest charges* and to apportion the losses equitably over the various classes 
of persons concerned. 

If consulted by the directors* to what points would you pay particular atten¬ 
tion in formulating a scheme T 


Particular attention would be paid to the following points in drafting a 
scheme for the reconstruction of the company:— 

(1) The desirability or otherwise of winding-up the existing company. If a 

new company was floated it would lose the benefit, from a taxation 
point of view, of the large accumulated losses. On the other band a 
new company would probably be more favourably placed towards 
obtaining additional capital. The choice of method would obviously 
depend upon the actual facts, details of which are not given. 

(2) The rights of the different classes of shareholders as determined in the 

Memorandum and Articles of Association, i.e., 

(a) Are there any arrears of Preference dividends ? (Preference 

dividends are cumulative unless the articles provide to the 
contrary). 

(b) Are the I^eference Shares preferential as to capital ? If so, the 

whole or the greater part of the loss should be borne by the 
Ordinary Shareholders. 

The Articles may contain special provisions as to the rights of share¬ 
holders on a winding-up or reorganisation, although an}’^ such provision 
could be varied by a special resolution. 

(3) The rights of the Debenture Holders and whether they are secured or 

unsecured. Before a scheme could finaUy be formulated it would 
be necessary to call a meeting of the debenture holders in order to 
ascertain their attitude towards a reconstruction, the amount of 
se/uirice (if any) they would be prepared to make, and the satisfaction 
which they would most readily accept for their debt. 

(4) The same would apply to the Bank Loan although this would usually be 

secured and the Bank would not be prepared to make any sacrifice. It 
should be ascertained that the Bank would be wiUing to look to the 
new company or to the reconstructed company for repayment of the 
Ix)an. Otherwise the scheme would have to be framed with a view to 
replenishing the liquid resources of the company, depleted by repay¬ 
ment of the Bank Loan. 

(5) Creditors—their general attitude towards the reconstruction and the 

composition they would be prepared to accept. 

(6) Valuation of Assets—Goodwill is presumably of no value and the other 

assets should be revalued with a view ty ascertaining the full amount 
of the loss of capital to be written off under the reorganisation. 

(7) The state of the money and share market and the general trade outlook. 

This would determine whether an issue of capital in the form of shares 
or debentures would be likely to meet with any success and whether 
any such issue would be advisable from the point of view of possible 
future profits. 

The reconstruction and amalgamation of companies have 
been facilitated by the exemption from stamp duties afforded 
by various Finance Acts. When a company is registered or an 
existing company haa its share capital increased for the purpose 
of acquiring the undertaking of, or not less than 90 per cent, of 
the issued shares in, another company and the consideration 
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consists, as to at least 90 per cent, thereof, of shares in the purchas¬ 
ing company, then 

(а) the sale agreement is exempt from ad valorem duty ; and 

(б) the new capital created for the purpose (with certain 

limitations) is exempt from capital duty. 

The detailed provisions are complicated, but their general 
effect is to make possible reconstruction schemes involving 
exchanges of shares between two companies without payment 
of duty. 

Bonus Shares. 

Where companies have a large reserve fund, it is sometimes 
desired to bring the issued capital more into harmony with the 
actual net working capital as represented by the company's assets. 
To effect this, an issue of shares credited as fully paid is made 
to the existing shareholders, pro rata to their holdings. This will 
cause the profits to be spread over a larger number of shares, 
resulting in a lower rate of dividend being paid unless increased 
profits are made in the future. The company’s articles must 
contain authority to distribute profits in the form of shares 
credited as fully paid, and the company must also pass a special 
resolution sanctioning the issue of the shares. 

Entries will also require to be made in each member’s account 
in the Share Ledger, and a “ Return of Allotments ” must be 
filed with the Registrar of Companies. 

In general it may be stated that it is unwise to pay a dividend 
in the form of bonus shares, unless the company is in a position 
to pay a fair rate of dividend on the capital as increased oy the 
bonus. Where capital is increased without any increase in 
earning capacity, a reduction in the rate of dividend must ulti¬ 
mately ensue, and when the reduction brings the rate of dividend 
below a fair commercial return in that class of business the 
capital is said to be “ watered.” 

It may be added that bonus shares are sometimes issued in 
lieu of a cash dividend when a company desires to conserve its 
cash resources ; and where additional cash is required they are 
occasionally issued credited as partly paid from reserve, the 
balance being payable by the shareholder in cash. They may 
also bo issued at a premium thereby strengthening the financial 
position of the company by transferring to a permanent Capital 
Reserve an amount which might have been used, say, to pay 
a bonus in cash and would then be lost to the company ; or where 
the issued shares are only partly paid-up a bonus may be declared 
and applied in paying up the imcalled capital. 

The records in the company’s financial books are sufficiently 
indicated by the examples given on the following pages. 
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exampj.es. 


I. Issue of Fully-Paid Bonus Shares 
The Alpha Company, Limited, had an issued and paid-up capital of 20,000 
shares of £l each, and a Reserve Account of £7,000. Part of the reserve was 
distributed among the shareholders by declaring a bonus of one fully paid share 
for every five shares held by the members. Show the journal entries recording 
the bonus 

JOURNAL. 



1 

j 

i' Dr. 1 

Cr. 

19.. 

Reserve Account 

Dr. i 

; £ 1 

^ 4,000 i 

£ 


To Bonus Account 

, . ' 

4,000 


Being transfer of amount required for the 
bonus payable in fully paid shares as 
per resolution dated .19. 


Bonus Account . - . .Dr. 

To Share Capital Account 
Being aUotmeiii and issue of 4,000 Shares 
of £1 each credited as fully paid, in 
satisfaction of bonus declared on 

.19...., in the proportion of 

one share for every five shares held in 
this company. 


4,000 

, 4,000 


11. Issue of Partly-Paid Bonus Shakes 
Assuming the bonus shares in Example I. are issued as £1 shares paid up to 
the extent of 16s. Od. per share and a call of 6s. Od. per share is then made, show 
the journal entries recording such transactions. 

JOURNAL 


Reserve Account . . . . Z>r. j 

To Bonus Account . . . . | 

Being transfer of amount required for the 
bonus payable in partly-paid shares as 


per resolution dated .19.. 

Bonus Account . . . . Dr. \ 


To Share Capital Account . . . i 

Beinq allotment and issue of 4,OUO Bhares I 
of £1 each credited as J6a. paid up, 
in salisfaction of bonus declared oti i 

.19 .in the proportion of i 

me share for every five shares held in j 
this company, i 


Call Account. Dr. | 

To Share Capital Account 
Being call of 6s. Od. per share on 4,000 
Shares, 


Cash. Dr. 

To Call Account .... 
Being receipt of call money 


Dr. 

£ 

3,000 


3,000 


Cr. 

£ 

3,000 


3,000 


! 1,000 


1,000 


1,000 


1,000 
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III. Bonus Applied in Satisfaction of Call. 

The Beta Co,, Ltd., declared a bonus of 25% on its issued Share Capital of 
10,000 Shares of £1 each, ISs. Od. paid up, such bonus to be applied in making 
the existing shares fully paid. Show the journal entries recording the bonus. 

JOURNAL. 


19.. 

Reseire Account .... Dr. | 

Bonus Account. i 

Being transfer of amount required fo^ the 
bonus of 26% on issued Share Capital \ 
as per resolution dated .19.. i 

Dr. 

£ 

2,600 

Cr. 

£ 

2,500 


Call Account ..... Dr. 

To Share Capital Account . . . i 

Being call of 5s. Od. per share on 10,000 

Shares of £1 each, j5«. Od. paid up. 

2,500 

2,600 

♦ 

Bonus Account .... Dr. ' 

To Call Account . 

Being application of bonus in satisfaction 
of call of 5s. Od. per share on 10,000 
Shares. j 

1 

2,500 ’ 

2,500 

1 


IV. Issue of Bonus Shares at a Premium. 

Assuming the bonus shares in Example I. are issued at a premium of 25% 
show the journal entries recording the bonus. 


JOURNAL. 


19.. 


Reserve Account .... Dr, 
To Bonus Accoimt .... 

Being transfer of aimnnt required for the 
bonus 2 )ayahle in fully-paid shares at 
a premium of 5s. Od. per share as per 
resolution dated .19.... 


Bonus Account .... Dr. 

To Sliare Capital Account 
„ Premium on Shares Account 
Beivq allotment and issue of 4,000 Shares 
of £1 each credited as fully paid, at a 
premium of 5s. Od. per share, in satis¬ 
faction of bonus declared on . 

19...., in the proportion of one share 
for every five shares held in this 
company. 


Dr. 

i Cr. 

£ 

£ 

5,000 

5,000 


"\ 

! 5,000 

4,000 

'I 1,000 


Where new shares are issued in place of preference shares 
redeemed, the Capital Redemption Reserve Fund may be applied, 
up to an amount equal to the nominal amount of the shares so 
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issued, in paying up unissued shares to be issued to the members 
as fully paid bonus shares (see page 274). 

Watered Capital and Over-Capitalisation. 

It has already been observed that the indiscriminate capitalisa¬ 
tion of profits by issuing bonus shares is known as watering ” 
the capital, and the capital so issued, as “ watered ’’ capital. 
The foundation of a bonus issue is the earning of profits in excess 
of the average yield for that class of business, therefore, if bonus 
shares are issued to such an extent that it is impossible to pay a 
fair rate of dividend on the increased capital, the issue has served 
no useful purpose. In fact, such an issue will defeat all the 
advantages attached to bonus shares. 

Where capital is watered discontent may be caused amongst 
the shareholders if their dividends are reduced, and the attractive¬ 
ness of the shares as an investment will be impaired. 

The example below illustrates the danger of the indiscriminate 
capitalisation of profits. 

EXAMPLE. 

Capital, £100,000: Annual Profits, £15,000; Fair Commercial yield, 10%. 

Tho capital may be increased, i.e., by bonus shares, to £150,000 without 
reducing tho rate of dividend below the fair commercial return. It would there¬ 
fore Ixf quite in order for the company to pay bonus dividends to the amount of 
£50,000 i! profits were available. 

T5> however, the capital is increased to £200,000 the average profits are only 
sufficient to pay a dividend of 7J%, which is 2J% below tho fair commercial 
yield. To tho extent of £50,000, therefore, the capital is said to be watered. 

Over-capitalisation is similar to the watering of capital in that 
it also is brought about by an issue of capital in excess of the 
true requirements as measured by the earning capacity of assets. 
Over-capitalisation usually arises from an erroneous estimate of 
financial requirements when a company is formed. Thus over- 
capitalisation will occur in the following circumstances :— 

(1) On the purchase of a business by a limited company 

if a price is paid for goodwill which is not justified by 
profits ; or an inflated price is paid for fixed assets 
which have not been revalued in the light of current 
profit-earning capacity. 

(2) On the formation of a limited company if the capitalisa¬ 

tion is fixed without due regard to the scale of 
production and the amount of working capital 
required, so that the company finds itself with funds 
which it cannot use profitably. 

When a company is over-capitalised it is hampered from the 
start by its inability to earn profits sufficient to yield a fair return 
on its capital. 

On the other hand, if a company is capitalised on too low a 
scale it may find itself short of funds and consequently will be 
unable to operate at the most profitable scale of production 
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Dr. 


witliout resorting to borrowing. In this case, as with over- 
capitalisation, the profits will usually be too low to yield a satis¬ 
factory return on the capital subscribed. 

Since it is far easier to increase the capital than to reduce it, 
it is better to err on the side of under-capitalisation than on that 
of over-capitalisation. 

Scrip Dividends. 

Unless the articles provide otherwise, members are entitled 
to receive their dividends in cash (Wood v. Odessa Wateriwrks Co.). 
Where, however, the articles so provide, a dividend may be paid 
‘‘ in specie,’* assets other than cash being transferred to the 
members in payment of dividends. This must not be confused 
with an issue of bonus shares, in which the company issues its ovm 
shares to members. In the case of a scrip dividend, the company 
transfers its assets^ though these are frequently shares in another 
company held as investments. Such dividends will always be 
paid “ free of tax,” and profits must be available for dividend 
before a scrip dividend can be paid. 

EXAMPLE. 

A company Las an issued capital of 10,000 Ordinary Shares of £1 each. In¬ 
cluded in the company’s investments are 6,000 shares of £1 each in A.B,, Ltd., 
which were purchased at par. Having the necessary power in its articles, the 
company declares a scrip dividend, by which one share in A.B., Ltd., is to be 
distributed for every five Ordinary Shares held. 

Show the Shares in A.B., Ltd. Account in the company’s ledger. 


SHARES IN A.B., LTD. Cr. 




Norninal. 

Capital. 1 

1 

1 \Ilo iinai. CapUcl. 

! i 


£ 

£ 


1 £ I £ 

1 To Balance . , 

bjd. 

6,000 

6,000 

By Dividend 

1 ; 




Account 

. ! 2,000 1 2,000 

1 

1 




„ Balance 

. f/d. 3,000 ; 3,000 

i 


£6,000 

£6,000 

1 

!i 

1 

il 

£5,000 £5,000 

i 

i To Balance 

t 

bid. 

3,000 

3,000 1 

1 1 

i I ! 


The Final Accounts and Balance Sheet. 

The Trading and Profit and Loss Accounts of limited companies 
are compiled in a similar maimer to those of partnerships, but the 
net profit of each year as shown by the Profit and Loss Account 
is not divided immediately between the owners of the business 
(i.e., the shareholders), but is transferred to the credit of a Profit 
and Loss Appropriation Account, against which are debited 
transfers to reserves, sinking fund instalments for the redemption 
of liabilities, contributions to staff pension funds, and dividends 
paid, etc. The balance is carried forward to the following year, 
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and the Appropriation Account is thus a continuous running 
account, wliich for convenience may bo shown at the foot of the 
Profit and Loss Accomit as shown on page 382. 


EXAMPLE. 

Dr. PROFIT AND LOSS APPROPRIATION ACCOUNT. Cr. 


(For the Year ended 315/ December, 1941.) 




£ 

1941 

£ 


£ 

To Reserve 


2,000 

Jan. 1 

By Balance b/f 12,686 



„ Staff Ponaioii Fund 


630 


Less Final 



„ Interim Preference 




Ord. Divid* 



Dividend (1941) 


2,500 


end (1940) 7,000 



„ Final Preference 






6,686 

Dividend (1941) 


2,500 

Dec. 31 

„ Net Profit for the 



„ Interim Ordinary 




year from Profit 



Dividend (1041) 


3,000 


and Loss Account 


10,160 

», Balance 

cjd 

5,106 







£15,736 




£16,736 

_ _ __. 

_- 



_ _ _ _ 

_ 

.. _ 


It is very rarely that public companies issue detailed Trading 
and Profit and Loss Accounts to their shareholders. To do so 
might mean disclosing valuable information to possible com¬ 
petitors, thereby leading to injury of the company's business. 
Most companies show merely the Profit and J^oss Appropriation 
Account in the above or some similar form. It is a common 
practice to charge Debenture Interest and Directors' Fees in 
the Appropriation Account; strictly speaking, however, these 
items are charges against profits, not appropriations thereof, and, 
therefore, should be debited to the Profit and Loss Account. 

Again, it must be remembered that the sanction of shareholders 
is required for the payment of dividends (subject to the exceptions 
referred to on page 344), and therefore the latter cannot bo shown 
in the accounts until the resolution authorising the payment has 
been passed by the shareholders. The company's debt to the 
shareholders does not accrue until the dividend has been declared, 
consequently it is a general rule that neither recommended 
dividends nor arrears of preference dividends should be shown 
in the accounts and Balance Sheet. 

In the case of dividends on preference shares, however, the 
articles of association sometimes confer authority upon the 
directors to declare and pay the fixed dividend as and when it 
falls due, provided there are sufficient profits. In such cases, 
this dividend may, of course, be included in the Profit and Loss 
Appropriation Account and shown as a liability in the Balance 
Sheet if unpaid at the date thereof. 

Debenture interest, on the other hand, must be paid whether 
profits are earned or not,.and accrued interest which is due but 







THE ACCOUNTS OF UMITBD COMPANIES 


377 


unpaid must, therefore, be reserved for in the final accounts and 
shown as a liability in the Balance Sheet. 

The Act provides that a Profit and Loss Account must be 
laid before the company in general meeting, at a date not later 
than eighteen months after the incorporation of the company, 
and subsequently once at least in every calendar year. The account 
must be made up to a date which is not more than nine months 
prior to the date of the meeting. The Act does not state, how¬ 
ever, what information must be ghen in the required Profit and 
Loss Account, except that the aggregate amount of directors’ fees 
must be disclosed, the terra “ fees ” being exclusive of any re¬ 
muneration of a managing director or payments to other directors 
by way of salary. 


Disclosure in Published Accounts. 

The question of the form and contents of the publish(‘d 
Balance Sheets of limited companies was seriously considered by 
the Gornpany Law Amendment Committee prior to the passing 
of the Companies Act, 1929, with the result that the following 
entirely new and important provisions were incorporated in this 
Act to improve the hitherto unsatisfactory state of affairs by 
wliich Balance Sheets were drawn up in a thoroughly uninforma¬ 
tive manner. 

It should be noted that these provisions do not apply to all 
companies but only those incorporated under the Companies 
Acts. For example, these provisions do not apply to companies 
incorporated by Royal Charter or to parliamentary companies 
subject to the Companies Clauses Consolidation Act, 1845. 

Every Balance Sheet of a company must contain a sir.jmary 
of the authorised and issued share capital of the company, its 
liabilities and its assets, together with such particulars as are 
necessary to disclose the general nature of the liabilities and 
assets and to distinguish between the amounts of the fixed and 
floating assets, and must state how the values of the fixed assets 
have been arrived at [Section 124 (1)]. 

The following items must be stated under separate headings 
so far as they have not been written off :— 

(а) The preliminary expenses of the company ; and 

(б) Any expenses incurred in connection with any issue of 

share capital or debentures ; and 

(c) The amount of the goodwill, and of any patents and 
trade marks, so far as it is ascertainable from the 
books of the company, or from any contracts or 
other documents in the possession of the com¬ 
pany [Similar 124 (2)]. 
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Where any liability is secured otherwise than by operation of 
law on any assets of the company, the Balance Sheet must include 
a statement that that liability is so secured, but it is not neces¬ 
sary to specify the assets on which the liability is secured [Section 
124 (3)1. 

Where a company has power to re-issue debentures which 
have been redeemed, particulars of such debentures must be 
included in the Balance Sheet (Section 76). 

Any Redeemable Preference Shares which have been issued 
must clearly indicated in the Balance Sheet, together with the 
date on or before which such shares are or are to be liable to be 
redeemed (Section 46). 

Particulars of any discount allowed on the issue of shares and 
not written oS must be disclosed in the Balance Sheet (Section 47). 

Particulars of loans to directors must be disclosed in the 
accounts, in the manner laid down m Section 128 (see page 276). 

Unfortunately, some of the foregoing provisions are rather 
ambiguous and consequently diflBcult of interpretation. This is 
evidenced by a comparison of the balance sheets of companies 
published since the provisions became operative. In some cases 
it has obviously been the intention to disclose as little as possible, 
while, on the other hand, more information has been given in 
many cases than is deemed necessary, in order to comply with 
the provisions of the Act, possibly to be on the “ safe side."' 

For example, in distinguishing between fixed and floating 
assets it is not necessary to group the assets under separate 
headings, although this course is to be commended. Occasionally 
difiiculty may be experienced in determining under which class 
an asset falls, e.g., investments, and in all such doubtful cases 
the basis of the valuation should be given and the assets regarded 
as fixed. 

Further diflSculty arises in complying with the provision 
calling for the basis of valuation of fixed assets to be stated. 
The following statement, for instance, while complying with the 
strict letter of the Act, gives little or no information as to the 
adequacy or otherwise of the depreciation provisions :— 

£ 

Plant and Machinery at cost, less depreciation 70,000 

On the other hand the following would give more detailed 
information:— 

£ 

Plant and Machinery at cost . 100,000 

Lm Depreciation . . 30,000 

- £70,000 
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It is considered in many quarters that it would be more 
satisfactory if the law demanded a statement of the liistory of 
the fixed assets, including disclosure of the amount or rate of 
depreciation; for example :— 

£ £ 

Plant and Machinery—purchase price at_ 

19. 20,000 I 

Add Expenditure since :— £ | 

Amount as per last Balance bheet 25,000 j 

Year to date .... 2,000 | 

- 27,000 ' 


47,000 I 

Less depreciation written off :— 

Amomit as per last Balance Sheet 14,000 
During the year to date . . 3,000 

-17,000 

- 30,000 

S6me companies have already adopted the above method, 
or one substantially similar to it, but it should be understood 
that this goes beyond bare legal requirements. 

Accounts published since the provisions of the Act came into 
operation show a diversity of opinion as to whether Section 
124 (2) calls for the disclosure of goodwill, patents and trade 
marks in one item, or whether goodwill should be shown as a 
distinct item from patents and trade marks. It is thought, 
however, that goodwill may be included as one item with patents 
and trade marks, provided that the basis of valuation adopted 
by the company is the same in each case. Otherwise, it is 
advisable that these items should appear under separate headings, 
e.g., “ Goodwill, at cost, £100,000,'’ and “ Patents and Trade 
Marks, at cost, less amounts written off, £5,000." 

To every published Balance Sheet of a company there must be 
attached a du'ectors’ report showing :— 

(a) The state of the company’s affairs ; 

(5) The amount (if any) which they recommend should 
be paid by way of dividend ; and 
(c) The amount (if any) which they propose to carry to 
the reserve fund, general reserve or reserve account 
shown specifically on the Balance Sheet, or to be 
shown on a subsequent Balance Sheet [Section 123]. 

Every Balance Sheet must be signed by two directors (or, if 
there is only one director, by that director), and the au^tors’ 
report must be attached thereto (Section 129). 

A pro-forma balance sheet, showing the requirements of the 
Act as to disclosure, is set out in Appendix I. at the end of 
Chapter XIX. 
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EXAMPLES OF FINAL ACCOUNTS 

Two examples of typical examination exercises are given 
below. Students are recommended to trace each item through 
the final accounts to the Balance Sheet, noting carefully how 
the adjustments are made. It will be observed that in one ques- 
tion there are numerous adjustments to be made at the end of 
the trading period, while in the other question the principal 
adjustments are in connection with the vendor's accounts. 
Explanatory notes are given on doubtful points. 


EXAMPLE I 

The Waltiirdaw Engineering Company, Limited, waa registered with a 
nominal capital of £100,000, divided into ^,000 Ordinary Shares of £l each, 
and 60,000 7% Redeemable Preference Shares of £1 each which were to be 
ixuleemed on or before 30th June, 19.... The whole of the Preference Shai-es 
were issued and fully subscribed and paid up. 20,000 of the Ordinary Shares 
were issued as fully paid in payment for the goodwill of the established business 
taken over by the company. I’he balance of the Ordinary Shares were offered 
to the public and fully subscribed. 16s. per share had been called and paid up, 
with the exception of the second call of 5s. per share on 1,000 shares, which 
remained unpaid as on 3l8t December, 19... 200 6% Mortgage Debentures of 
£J00 each had been issued at 106 and were fully paid up. 10 of these Debentures 
were redeemed in December and were capable of being re-issued. 

In addition to the accounts necessary to record the above transactions, the 
following ledger balances were extracted from the books of the company as on 
31st December, 19.. :— 

£ 


Machinery and Plant at cost. 16,840 

Preliminary Expnses Account ..... 573 

Manufacturing Wages. 37,841 

Purchases. 189,742 

Do. Returns.1,124 

Sales. . 260,836 

Do. Returns. . 924 

Staff Pension Fund.9,600 

Investments (Staff Pension Fund) at cost . . . 9,496 

Advertising. . 3,760 

Factory Fuel and Lighting .... . 2,862 

Machinery Repairs.741 

Salaries of Factory Managers.2,300 

Do. Office Staff ...... 3,261 

Debenture Interest.1,200 

Motor liorries at cost.2,800 

Petrol and Running Expenses of Lorries . . . 376 

Transfer Fees. 8 

Factory Expenses.1,384 

Bonus to Factory Workpeople.2,000 

Do. Office Staff .600 

Office Expenses.472 

Office Furniture at cost ..... 600 

Directors* Fees .... ... 1,000 

Discount Account (Credit Balance) .... 127 











THE ACCOUNTS OF LIMITED COMPANIES 


381 


£ 


Stock (Ist January, 19..) 

. 32,986 

Sundry Debtors. 

. 22,940 

Sundiy Creditors 

. 21,784 

Bad Debts. 

724 

Audit Fee. 

126 

Freehold Factory and Office at cost 

. 38,600 

Cash at Bank. 

8,990 

Cash in hand. 

986 

Apprentices* Premiums received . 

650 

National Health Insurance (Factory) 

378 

Travellers’ Salaries and Commission 

2,989 


You aro required to prepare Trading and Profit and Ix>8S Accounts for tho 
year ended Slat December, 19.., and a Balance Sheet as on that date. 

When preparing these accounts the following matters are to be taken into 
consideration:— 

(а) Depreciation is t/O be provided for as follows:—Machinery and Plant, 

10%, Motor Lorries, 16%, Office Furniture, 6%. 

f 

(б) Wages for one week, £738, and Salaries for one month, £275, were due as 

on 31st December, 19.., and had not been passed through the books. 

(c) The Vendors were liable for one-third of tho Preliminary Expenses, and 

it was decided to write off to l^ofit and Loss Account the Company’s 
share of these expenses. 

(d) A Reserve for Bad Debts is to bo created amounting to £1,400. 

(e) The Stock on hand, as on 3l8t December, 19.., was valued at £46,942. 

{/) On 28th December, 19.., a claim was received for £250 for non-delivery of 
goods in the time specified under a contract. The claim was admitted, 
but no entries had been made in the books. 

(gr) A contribution of £600 is to be made from profits to the Staff Pension Fund. 

(h) £5,000 is to be carried to a Reserve Account. 

(t) £260 of the apprentices’ premiums is to be carried forward to next year. 

(j) Provision is to be made in the accounts for the dividend due on the 

Preference Shares for the year ended 31st December, 19.... 

(k) The Sundry Creditors include a loan of £1,000 secored by a charge on 

the Company’s freehold property. 

(l) The Sundry Debtors include an amount of £500, being the balance of a 

loan of £2,500 made to a director in July, £2,000 having been repaid in 
December. 
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THE WALTURDAW ENGINEERING COMPANY, LIMITED 

TRADING AND PROFIT AND LOSS ACCOUNTS. 


Dr. For the Year endirq 


To Stock at Ist Jan., 19.. . 

£ 

32,986 

2* 

„ Purchases . , 189,742 


Less Returns . 1,124 



188,618 

„ Manufacturing wages . 

38,679 

„ Fuel and lighting 

2,862 

„ Bonus .... 

2,000 

„ Machinery repairs 

741 

„ Salaries (Wctory managers) . 

2,300 

„ Factory expenses 

1,384 

„ National health insurance 

378 

„ Depreciation of Plant and 


Machinery 

1,684 

„ Gross profit carried down 

35,422 


£306,854 

To iSaiaries .... 

£ 

3,636 

„ Ad’-crtisiiig 

3,750 

„ Debenture interest 

1,200 

„ expenses . 

376 

„ Bonus .... 

600 

„ Offic e expenses , 

472 

„ Directors’ fees 

1,000 

,, Bad '^vbts .... 

2,124 

„ OHim on contract 

250 

„ Audit fee . 

126 

„ Travellers’ salaries and com¬ 


mission .... 

2,989 

„ Depreciation :— £ 


Motor lorries , 420 


Office furniture 30 



450 

„ Balance, being Net Profit 


carried down . 

19,185 


£35,967 


£ 

To Preliminary Expenses . 

382 

„ Reserve Account 

6,000 

„ Staff Pension Fund 

600 

„ Preference Dividend . 

3,500 

„ Balance carried forward 

9,703 


£19,185 


31st Dbcbmber, 19... Cf. 


I By Sales . . 260,836 

'i Ltaa Returns . 924 

I, - 269,912 

j| „ Stock at 31 st Doc., 19.. 46,942 


ji 



£306,864 


£ 

By Gross profit brought down 

35,422 

„ Transfer fees 

8 

„ Discounts , 

127 

„ Apprentices’ premiums . 

400 


'I 


i: 


£36,967 


! By Balance brought down . 19,186 


£19,185 


Note. —The salaries due but unpaid (£275) are assumed to relate to the office 
staff and not the factory managers. 

Where bonuses are payable to employees under a profit-sharing loheme, the 
amounts should be shown in the Appropriation Account, hut it is assumed that the 
bonuses charged herein are “ additions ^ to wages and salaries, not dependent upon 
the amount of profits earned. Amounts written off preliminary expenses are usually 
deemed to be appropriations of profits 
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THE WALTURDAW ENGINEERING COMPANY, LIMITED 

BALANCE SHEET. 

As AT 31st Dboembeb» 19... 


LiabiliUea. £ 

Nominal Capital 
60,000 Ordinary Shares of £1 
each .... 60,000 

60,000 7% Redeemable Pre* 
ferenceSbares of £1 each— 
to be redeemed on or before 
30th June 19. 60,000 

£100,000 

Issued Capital;— 

20,000 Ordinary Shares of £1 
each, fully paid . . 20.000 

30,000 Ordinary Shares £ 
of £1 each, 16^ called 22.600 
Less Calls in 


arrear . 

260 

22,260 





42,260 

60,000 7% Redeemable 


Preference Shares 
each, fully paid 

of £1 

60,000 



92,260 

200 6% Mortgage Deben¬ 

£ 


tures of £100 each 
Lesa Redeemed and 

20.000 


capable of being 
re-issued . 

1,000 

19,000 

Reserve Account . 


6,000 

Debenture Premium Account, 

1,000 

Staff Pension Fund 
Transferred from Profit 

9,600 


and Loss Account 

600 

10,100 



Sundry Creditors;— 



Trade . 

20,784 


Secured. 

1,000 


Claim Outstanding . 
Apprentices’ premiums 

260 


paid in advance . 
Wages and salaries 

260 


outstanding 

1,013 


Preference Dividend 

3,600 

26,797 

Profit and Loss Account 

• 

9,703 

£163,850 


Assets, 


£ 

Goodwill at cost. 

Fixed Assets :— 
Freehold Factory and 


20,000 

OfiBce at cost 


38,500 

Machinery" and Plant 

£ 

at cost 

16,840 


Less Deprecietiun 

1,684 

14,256 

Motor Lorries at cost 

2,800 

Less Depreciation 

420 

2,380 

Office Furniture at cost 

600 

Lesa Depreciation . 

Investments (Staff Pen¬ 

30 

570 

sion Fund) at cost . 
Floating Assets :— 


9,495 

Stock 

Sundry Debtors:— 


46,942 

Trade 

Less Reserve for 

22,440 


Bad Debts . 

Vendors for Pre¬ 

1,400 

21,040 


liminary Expenses 

191 

21,231 

Loan to Diroiitor . 

2,5(X) 


Leas Repaid 

2,000 

500 

Cash at Bank 


8,990 

Do. in hand 

, 

986 


£103,860 


EXAMPLE II. 

A, B, and C decided to convert their business into a limited company with a 
nominal capital of £100,000, divided into 60,000 6% Preference Shares of £l 
each, and 60,000 Ordinary Shares of £1 each. 

The firm^s Balance Sheet at Slst December, 1940, is as follows :— 


Creditors 

Liabilitiea, 

£ 

20,000 

Assets, 

Property , 

£ 

. 20,000 

Bank. 

* • . . 

6,600 

Plant and Machinery . 

. 10,000 

Capital:— 

B ! 

0 . 

£ 

26,000 

20,000 

16,000 

60,000 

£86,600 

Stock 

Book Debts 

Cash in hand 

, 26,000 
. 30,000 

600 

£86.S00 
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The profits for the tluee years ended 31st December, 1940, were £5,000, 
£7,000 and £8,000 respectively. The following arrangements were agreed 

(1) To create goodwill equal to the aggregate of the last three years’ profits; 

(2) To credit the goodwill to the partners in proportion to their capitals; (3) To 
transfer to the company the plant and machinery, property and stock only; 
(4) The book debts to be collected by the new company on behalf of the vendors 
who were responsible for discharging all the liabilities of the firm ; (5) The cash 
in hand was taken over by the company, the latter being required to account 
for it to the vendors; (6) A and B to take 6,000 6% Preference Shares each 
and the balance of their capital in Ordinary Shares, C to take the whole of his 
capital in 6% Preference Shares. 

The preliminary expenses, amounting to £1,000, were borne by the company 
and were to be written off over a period of three years if profits allowed. The 
following figures were extracted from the firm’s books for the purpose of making 
up interim accounts at 30th June, 1941 ;— 



£ 


£ 

Purchases 

. 40,000 

Sales .... 

. 69,200 

Wages .... 

6,000 

Discount Received . 

800 

Carriage Inwards . 

1,000 

Creditors 

. 12,000 

Dbcoiint Allowed . 

. 1,100 



Repairs. 

250 



Rates and Insurance 

360 



Coal for Power 

600 



General Expenses . 

1,600 



Preliminary Expenses 

1,000 



Salaries. 

2,000 



Bank .... 

260 



Cash .... 

60 



Debtors 

. 24,000 




The Stock at 30th June, 1911, amounted to £22,000. 

The Debtors at 30th June, 1941, included £4,000 belonging to the vendors, 
£1,000 of which was irrecoverable, and should be written off. All the liabilities 
of the old firm had been discharged. Discounts allowed and received included 
£500 and £200 respectively in connection with the vendors’ debts. 

Draw up Trading and Profit and Loss Accounts and Balance Sheet at 30th 
June, 1941, allowing 2J% discoimt off the company’s debtors and 1J% off 
creditors. Allow 5% depreciation on plant and machinery, 


Dr. VENDORS’ PURCHASE ACCOUNT. Or. 


1941 

1 

[ 


1 

£ j 

1 

1941 



^ £ 

■Ian. 1 

I'u A—Preference 



Jan. 1 

By Goodwill 


20,000 


1 Shares 


6,000 

.. 1 

„ Proj)erty 


20,000 

„ 1 

1 „ „ Ordinary Shares 


26,260 1 

„ 1 

„ Plant and 



o 1 

„ B—Preference 




Machinery 


10,000 


Shares 


6,000 

« 1 

„ Stock . 


25,000 

1 

„ „ Ordinary Shares 


20,000 





.. 1 

„ G —Preference 








Shares 


18,760 






i 


£76,000 


i _ _ 


£76,000 


Note. —The purchase price b divisible in the proportions of 6, 4 and 3 to A, B and 0., i.e., i 
proportion to their former capitals of £25,000, £20,000 and £15,000 respectively; A, therefore, 
receives £31,250, B £25,000 and C £18,750. 
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Dr, 


VENDORS’ ACCOUNT. 


Cf, 


1941 



£ 

1941 

- - 


£ 

Jan. 1 

To Partnership Liabili¬ 



Jan. 1 

By Partnership Debts 




ties taken over . 


26,600 


taken over 


30,000 

June 30 

„ Bad Debts . 


1,000 

1 

„ Cash taken over . 


600 

M 30 

„ Discounts allowed . 


600 

June 30 

„ Discounts received 


200 

M 30 

„ Balance 

r.jd. 

3,700 








£30,700 




£30,700 





June 30 

Py Balance 

bid. 

3,700 


A, B AND C, LTD. 


TRADING AND PROFIT AND LOSS ACCOUNTS. 


Dr. 


For the Half-Year ended 30th Junk, 1941. 


Cr. 


1 

£ 



To Opening Stock 

25,000 

0 


„ Purchases 

40,000 

0 

0 1 

„ Carriage In- 


1 

wards 

1,000 

0 

0 

„ Wages . 

6,000 

0 

0 i 

„ Coal 

„ Gross Profit to 

600 

0 

^! 

1 

Profit and ! 

Loss Account 

9,700 

0 

1 

0 i 


£81,200 

0 


, j 

To Salaries . . ! 

2,000 

0 

0 

„ Rates and In- | 




surance . | ! 

350 

0 

0 

„ General Ex- | 1 



! 

penses . | ■ 

1,600 

0 

0 

„ Discounts Al- 1 




lowed . 1 

i 1,100 

0 

0 

„ Repairs . . ; 

260 

0 

0 

„ Depreciation of 

Plant and i 




Machinery . 

600 

0 

0 

„ Net Profit to 




Appropria- I 
tion Account 

4,760 

0 

0 


£10,460 

J 


To Preliminary 




Expenses . 

166 13 

4 

„ Balance avail¬ 




able for dis¬ 
tribution . 

4,683 

6 

8 

i 

1 

£4,760 

0 

0 


. 1 


By Sales 

„ ClosiDg Stock . 


£ 

69,200 0 0 

22,000 0 0 


By Gross Profit | 
from Trading ] 
Account . I 
„ Discounts Re- j 
ceived . I 


£S1,200 0 0 


I { 

j 

I 9,700 0 0 
760 0 0 


By Net l^ofit from 
Profit and Ix)S8 
Account 


j £10,450 0 0 

I 

I 4,760 0 0 


£4,760 0 0 


N 
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The item “ Discounts Allowed, £1,100 ” is arrived at as follows:— 


£ 

Balance on Discount Account.1,100 

Less Vendors’ Account.600 

* 600 

Add Reserve for Discount, 2J% on £20,000 . . 600 

Discount to Profit and Loss Account . . £1,100 

The item “ Discounts Received, £760 ** is arrived at as follows:— 

£ 

Balance on Discount Account.800 

Less Vendors’ Account.200 


600 

Add Reserve for Discount, 1J% on £12,000 . . 160 

Discount credited to Profit and Loss Account . . £760 


A, B AND C, LTD. 

BALANCE SHEET. 


As AT 30th 

Liabilities. ! 

£ s. d. £ 8. d. I 

NOMiviL Gapital:— ! 

50,000 6“ Pr»jf. Shures i 

of £1 each , . 60,000 0 0 i 

50,000 Ord. Shares of 1 

£1 each . 50,000 0 0 

- 

IBSLTSD CAPiTit 
28,7506% k»rfi. Shares 
of £1 each, fully paid 28,760 0 0 

46,350 Ord. Shar^.^ of 

£l each, full/paid 46,260 0 0 i 

- 75,000 0 0 ; 

Sundry Creditors . , 12,000 0 0 

Less Reserve for Die- 

counts . . 160 0 0 I 

- 11,850 0 0 I 

A, R and C (Vendors) .... 3,700 0 0| 

Profit and Loss Account Balance . 4,683 8 8 j 

£96,133 6 8 i 


June, 1941. 

Asxct.^. 



£ 

8. 

d. 

£ 

3. 

d. 

Goodwill at cost . 




20,000 

0 

0 

Fixed a.ssets— 







Property at cost 




20,000 

0 

0 

Plant and Machinery at post 10,000 

0 

0 




Less Depreciation 5% 

500 

0 

0 






— 

— 

9,600 

0 

0 

Fl/)AnNO ASSEI-S— 







Stock 




22,000 

0 

0 

Debtors . 

20,000 

0 

0 




Less Reserve for 







Discount. 

500 

0 

0 





—^^— 

— 

— 

19,600 

0 

0 

Debtors ol A, B and C 




3,000 

0 

0 

GhsI) at Bank . 

260 

0 

0 




Cash in hand . 

50 

0 

0 






— 

— 

300 

0 

0 

Preliminary Expenijcs . 

1,000 

0 

0 




Less written off 

166 

13 

4 






— 

— 

833 

6 

8 


£96,133 6 8 


Holding Companies’ Accounts. 

The growth and expansion of the activities of modern com¬ 
merce have given rise to the development of the particular type 
of company known as the “ holding company.” The term 
'' holding company ” has a wide significance and may comprise 
the true holding or ‘‘ parent ” company, owning a working 
majority of the ordinary shares issued by a number of subsidiary 
companies, or it may be taken as representing the ordinary trust 
or investment company, which merely owns a majority holding 
of the shares of other companies as an investment. Thus, in the 
case of the true Holding Company, its object is to obtain control 
of the various companies whose shares it holds, while the main 
object of the investment company is the holding of investments 
for the purpose of earning revenue. The former type of company 
is that which it is proposed to consider at this stage. 
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The Companies Act, 1929, provides that where the assets of a 
company consist in whole or in part of shares in another company, 
whether held directly or through a nominee, and the first company 
holds more than fifty per cent, of the issi^^d share capital of the 
second company, or possesses more than fifty per cent, of the 
voting power in the second company, or has power, directly or 
indirectly, to appoint the majority of the directors in the second 
company, this latter comjjany is deemed to be a subsidiary 
company. This provision thereby furnishes a legal definition of 
a subsidiary company and (indirectly) of a holding company 
(Section 127). 

A company may own a substantial holding of shares in another 
company but if none of the conditions set out above brings the 
latter within the definition of a subsidiary company the term 
affiliated (or associated) company should be used. 

The development of the holding company may be attributed 
to the modern desire of business men for consolidation and 
amalgamation without the disturbing elements of liquidation. 
ThQ formation of a holding company is the most effective way in 
which the amalgamation of the interests of several subsidiary 
companies may be secured without unnecessary interference with 
the existing organisation of such companies. 

The usual procedure adopted is for a new company to be 
formed with the object of acquiring upon a predetermined basis 
of valuation the shares of several existing companies, in exchange 
for shares in the holding company. Future profits of the several 
undertakings are paid by way of dividend to the holding com¬ 
pany, which, in turn, distributes them amongst its shareholders, 
thereby giving each individual member of any of the old companies 
an interest in the profits of all the companies involved in the 
amalgamation. 

In practice, it is usually found necessary to reorganise the 
pre-existing boards of directors of both the holding company and 
the various subsidiary companies, a change which is usually 
effected by each subsidiary company having a representative on 
the directorate of the holding company ; this reorganised board 
of directors controls the policy of the whole of the consolidated 
undertaking. The boards of the subsidiary companies will also 
require reorganisation by the election of nominees of the holding 
company to the various boards, thus making the subsidiary com¬ 
panies integral parts of the organisation of the holding company, 
and yet retaining the legal fiction of separate entity. It should 
be noted, however, that this arrangement is not common to all 
holding companies ; the method of reorganisation adopted depends 
on the circumstances of each particular case. 

Holding companies may be divided into two well-defined 
classes—those which, in addition to holding the controlling 
interest in and directing the affairs of other companies, are them¬ 
selves actively engaged in a trade or business ; and those of a 



388 PRINCIPLES AND PRACTICE OP BOOK-KBBPINO AND ACCOUNTS 

non-trading nature whose only source of income is the dividend 
funds of its subsidiary companies. 

In addition to the provisions of the Act set out on page 
377, which are equally applicable to holding companies, the 
Act further provides that the Balance Sheet of a holding 
company must disclose, under separate headings, the following 
items :— 

(а) The aggregate amount of shares held in subsidiary 

companies ; 

(б) The aggregate amount of debts duo from subsidiary 

companies ; 

(c) The aggregate amount of debts due to subsidiary 
companies (Section 125). 

A statement, signed by the directors who sign the Balance 
Sheet, must also be annexed to the Balance Sheet of a holding 
comi)any showing how the aggregate profits and losses of the 
subsidiary companies have been dealt with in the accounts of the 
holding company, and in particular to what extent provision has 
been made for losses of subsidiary companies in the accounts of 
those companies or of the holding company, or both, and to what 
extent losses of subsidiary companies have been taken into 
account in arriving at the profits and losses of the holding company 
(Section 126). 

Should the auditor’s report on the Balance Sheet of a sub¬ 
sidiary company be qualified, particulars of such qualification 
must be included in the aforementioned statement. 

An example of such a statement is as follows — 

“ The profit of the company for the year ended Slat December, 19.includes 
the profits of subsidiary companies which have made profits, only to the extent 
that dividends have actually been declared by such companies, less the aggregate 
amount of this company’s share of the losses of those subsidiary companies 
which have sustained losses. 

“ In the case of one company, the auditors have qualified their report in 
respect of the Balance Sheet at 31 st December, 19. ., as to the realisability of a 
debt due amounting to £.. and included in Sundrj” Debtors/’ 

The entries necessary to record, in the books of the holding 
company, the acquisition of shares in a subsidiary company, are 
(i) a debit to Shares in Subsidiary Company Account, and (ii) a 
credit to either Cash or Share Capital Account, according to 
whether the shares were acquired for cash or for shares in the 
holding company. 

When dividends are received from subsidiary companies, the 
normal entry is a debit to Cash and a credit to Dividends from 
Subsidiary Companies Account, the balance on which will be 
transferred at the end of the financial period to Profit and Loss 
Account. But tliis general rule requires modifying where a 
dividend is declared out of profits made prior to the dxiXe of acquisi¬ 
tion of the shares by the holding company ; for where a subsidiary 
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company, at the date of acquisition of its shares by the holding 
company, possesses undistributed profits, this fact will normally 
be reflected in the price paid for the shares. Any dividend 
received by the holding company out of such profits should 
therefore be looked upon as a part return of the purchase price 
of the shares, and should be credited to Shares in Subsidiary 
Company Account. 


The Final Accounts of Holding Companies. 

The form of presentation of the final accounts of holding 
companies is a matter of considerable controversy, but it may 
here be stated that the four main methods adopted are as 
follows :— 

(1) To publish the Balance Sheet and Profit and Loss 

Account of the holding company, showing the interest 
in subsidiary companies as an investment (at oi 
below cost) in the Balance Sheet of the holding 
company. The current market value (if any) of the 
shares held should be noknl on the Balance Sheet. 
The profits of the holding company include the 
dividends actually received from the subsidiary 
companies. 

This first method, which is referred to as the 
“ legal ’’ Balance Sheet method, is compulsory the 
remaining methods merely consisting of a legal Balance 
Sheet supplemented by additional information. 

(2) To publish the accounts of the holding company in 

detail as in (1), accompanied by separate schedules 
showing the Balance Sheets and Profit i tid Loss 
Accounts of each of the subsidiary compames. 

(3) To publish the accounts of the holding company in 

detail as in (1), together with a separate schedule 
summarising the combined assets and liabilities of 
all the subsidiary undertakings. In the event of 
there being outside shareholders in any of the sub¬ 
sidiary companies, their respective interests should 
be shown as liabilities. 

(4) To publish the accounts of the holding company in 

detail as in (1), together with a consohdated Balance 
Sheet of the whole undertaking amalgamating the 
assets and liabilities of all the subsidiary companies 
with those of the holding company, and a consoli¬ 
dated Profit and Loss Account including the profits 
and losses of all the companies. If the holding 
company does not own the whole of the capital of 
the subsidiary companies, the consolidated Balance 
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Sheet should show as a liability the total interests of 
all outside shareholders, including preference share¬ 
holders. 

Consolidated Balance Sheets. 

The object of a Consolidated Balance Sheet is to exhibit in a 
single statement a bird’s-eye view of the state of the financial 
affairs of a group of associated companies. 

The several companies comprising a group are separate 
entities, each keeping its own set of books and compiling its 
own final accounts, but as a consolidated balance sheet, like the 
balance sheet of a single company, must set out the position at a 
particular time, the separate subsidiary balance sheets from which 
the consolidated statement is prepared, must all be drawn up as 
at the same date, or adjustments made in order that the exact 
position on the date of the consolidated balance sheet may be 
ascertained, yimilarly, it is advisable that the balance sheets 
of all companies in the group should be drawn up on a uniform 
basis as regards classification of assets and liabilities. 

In the case of a holding company which owns all the shares 
of a subsidiary company, the assets and liabilities of the latter 
belong in effect (though not in strict law) entirely to the holding 
company, and a consolidated balance sheet can be prepared by 
combining the relative items in the balance sheets of the holding 
and subsidiary companies. In effect, the item ‘'Shares in Sub¬ 
sidiary Company,” which appears in the holding company’s legal 
balance sheet, is replaced in the consolidated balance sheet by 
the assets and liabilities (including undistributed profits) which the 
holding company owns by reason of this shareholding. The con¬ 
solidated balance sheet thus ignores the separate legal entities 
of the two companies and shows the position of the group as a 
whole. 

Any inter-company balances (e.g., debts owing by a subsidiary 
company to the holding company, or vice versa) must be eliminated 
in preparing the consolidated balance sheet. Thus if, at the date 
of the balance sheet, a subsidiary company owes £1,000 to the 
holding company, this debt will appear as an asset in the holding 
company’s balance sheet and as a liability in the subsidiary 
company’s balance sheet. But when a consolidated balance 
sheet is prepared, the item, w^hich is an asset of one member of 
the group, is neutralised by a corresponding liability of another 
member, and both asset and liability must be eliminated. 

Similarly, where the holding company sells goods to the 
subsidiary, or vice versa, any profit added by the selling company 
must be eliminated from stock-in-hand in the consolidated 
balance sheet. From the point of view of the companies as 
separate legal entities it is perfectly correct to show stock at 
cost (unless this is above ouirent market value), but from the 
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point of view of the group as a whole, such a procedure would 
be equivalent to taking credit for a profit before it had been 
earned by resale of the goods to a person outside the group of 
companies. 

EXAMPLE. 

From the following Balance Sheetfl of Traders, Ltd., and its two subsidiaries, 
Traders (Southern Counties), Ltd., and Traders (Midlands), Ltd., drawn up as 
at 3l8t December 19.., prepare a Consolidated Balance Sheet to show the posi¬ 
tion of the group of companies as a "^hole. The stock-in-hand of Traders 
(Southern Counties), Ltd., includes £500 stock purchastid from Traders, Ltd., 
upon which the latter company has taken credit Ibr £100 profit. At the date of 
acquisition of the shares by Traders, Ltd., there was no balance on the Profit and 
Loss Account of eiilier of the two subsidiaries (the reason for this statement will 
be better understood when you have read the remarks on page 393). 


TRADERS, LTD. 

Balance Sheet as at 3iST December 19.. 


Liahiliiies. \ Assets. 

• £ i £ 

Share Capital Authorised and Issued— | Freehold Property, at cost . . 10,000 

20,000 Shares of £1 each . . 20,000 | Plant and Machinery, at cost, less 

Sundry Creditors— £ 1 depreciation .... 2,260 

General .... 4,000 I Investments in Subsidiary Companies, 

Traders (S.C.), Ltd, . . 500 at cost— 

- 4,500 : Traders (S.C.), Ltd., 5,000 £ 

Profit and Loss Account . . 4,000 shares of £1 each . . 5,000 

; Traders (M.), Ltd., 2,500 

shares of £1 each . . 2,500 

I - 7,500 

;; stock, at cost .... 5,250 

Sundry Debtors— 

; General .... 2,500 

' Traders (M.), Ltd. . 250 

- 2,750 

: Cash.760 

£28,500 j| £28,50 0 


TRADERS (SOUTHERN COUNTIES). LTD. 
Balance Sheet as at 3Ist December 19.. 


Liabilities. |: Assets. 

£ I! £ 

Share Capital, Authorised and Issued-— i Plant and Machinery, at cost, 

6,000 Shares of £1 each . . 6,000 | depreciation .... 3,000 

Sundry Creditors— £ | Stock, at cost .... 2,600 

General .... 800 | Sundry Debtors— £ 

Traders (M.), Ltd. . . 200 ! General .... 1,000 

— 1,000 i Traders, Ltd. . . .500 

Profit and Loss Account . . 1,600 ! 1,600 

I Cash.600 

£7,600 I £7,600 
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TRADERS (MIDLANDS), LTD. 


Balance Sheet as at 31st December 19.. 



Liabilities. 


A ssets. 




£ 



£ 

Share Capital, Authorised and Issued— 

Plant and Machinery at cost, less 


2,500 Shares of £1 each 

. 2,500 

depreciation . 

. . 

1,600 

Sundry Creditors— 

£ 

Stock, at cost 

, , 

700 

General . . . . 

500 

Sundry Debtors— 

£ 


Traders, Ltd, 

250 

General . 

. 700 



— 760 

Traders (S.C.), Ltd. . 

. 200 





— 

900 



Cash .... 

. 

100 



l^ofit and Loss Account 


50 


£3,250 i 

1 


£3,250 


CONSOLIDATED BALANCE SHEET. 


As AT 31st December 19.. 


Lialdliim, 

Asseis. 


£ 


£ 

Share ('apitiiJ, Authorised and Issued— 

Freehold Property, at cost 

. 10,000 

20,000 Si'ares (»f £1 each . . 20,000 

Plant and Machinery, at cost, 

less 

Sundry Creditors— 

depreciation— 


[£4,000^£800-}-£r)OOl . . 5,300 

[£2,260+£3,000*1 £1,500] . 

. 6,760 

Profit and Loss account— £ 

Stock, at cost— 


Traders, Ltd. . . 4,000 

[£6,250+£2,500+£700-£ 100] 

. 8,360 

Less profit on unsold stock 100 

Sundry Debtors— 


[£2,600+£1,000+£700] 

. 4,200 

3,900 

Cash— 


Traders (S.C.), Ltd. . . 1,600 

5,400 

Less Traders (M.), Ltd.— 

Loss ... 60 

- 6,360 1 

[£760+£500+£100] . 

. 1,360 

£30,660 


£30,660 


In the above example it is assumed that the shares in the 
subsidiary companies have been acquired at par. When, how¬ 
ever, a holding company acquires the shares of a subsidiary 
company at a premium or at a discount, certain adjustments 
become necessary when preparing the consolidated balance sheet. 

If the shares are acquired at a premium, the sum paid therefor 
by the holding company will exceed the nominal value of the 
shares acquired, which represents the excess of assets over 
liabilities and undistributed profits in the subsidiary company's 
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balance sheet. Consequently, when these assets and liabilities 
are substituted for the investment in the subsidiary company in 
the consolidated balance sheet, there will be a difference which 
represents the excess of the purchase price paid over the nominal 
value of the shares acquired. This difference represents an undis¬ 
closed asset which must be brought into the consolidated balance 
sheet as “ Goodwill,” or “ Excess of cost of shares in subsidiary 
over their nominal value,” in addition to any Goodwill which may 
already appear in the balance sheets of the holding company 
and/or the subsidiary company. 

Where shares in a subsidiary company are acquired at a dis¬ 
count, the cost of such shares is less than the value of the holding, 
based upon the net assets appearing in the books of the sub¬ 
sidiary company. The difference in this case must be shown 
as a Capital Reserve on the liabilities side of the consolidated 
balance sheet. 

Where shares in one or more subsidiary companies are acquired 
at a»premium and others at a discount the net difference in the 
purchase prices will appear in the consolidated balance sheet as 
Goodwill or Capital Reserve, as the case may be. 

Minority or Outside Shareholders. 

Up to this point it has been assumed that the holding com¬ 
pany acquires the whole of the issued share capital of the sub¬ 
sidiary company, but in practice this is not always the case. 
The holding company may acquire only sufficient shares to give 
it a majority of the voting powers or to enable it to appoint the 
majority of the directors of the subsidiary company, and ’ti such 
cases the shareholders owning the minority of the shares are 
usually referred to as Minority or Outside Shareholders. In many 
cases the preference shareholders are also included in this term, 
for, where the preference shares only carry voting rights when 
the dividend is in arrear, the holding company may not have 
acquired any, as a holding of preference shares is not usually 
essential for control purposes. 

Since the consolidated balance sheet is drawn up to show 
the position of the group as a whole, it is evident that, where there 
are minority or outside shareholders in the subsidiary company, 
it is incorrect to bring in the whole of the assets and liabilities 
of the subsidiary without any further amendment. For example, 
if the capital of a company consists of 1,000 shares of the same 
class, then each share gives the holder the right to a one- 
thousandth part of the net assets of the company, in other words, 
to a one-thousandth part of the share capital plus any undis¬ 
tributed profits. Consequently, where the holding company 
holds, say, 800 shares, the share of the net assets belonging to the 
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outside shareholders (the owners of the remaining 200 shares) 
must be taken into consideration when preparing the consolidated 
balance sheet. This may be done by including :— 

{a) Only such proportion of each asset and liability as is 
attributable to the holding company (four-fifths, in 
the above example); or 

(6) The whole of the assets and liabilities, with the value 
of the outside shareholders* interest shown as a 
separate item on the liabilities side. 

The latter is the simpler method, and is generally to be recom¬ 
mended for examination purposes. 


Pre-acquisition Profits. 

Where a holding company acquires some or all of the shares 
of a subsidiary company which, at the date of purchase, has a 
credit balance on Profit and Loss Account and/or a General 
Reserve of undistributed profits, the price paid for the shares 
will include the holding company’s share of such balances. Con¬ 
sequently, as indicated on page 388, any dividend received by 
the holding company out of such pre-acquisition profits should 
not be treated as profit available for distribution, but should be 
applied in reducing the cost of the shares in the subsidiary com¬ 
pany, since it is in the nature of a capital payment to the holding 
company. 

In the consolidated balance sheet the holding company’s share 
of any pre-acquisition profits should not therefore be included 
under General Reserve or Profit and Loss Account, as the case 
may be, but should be treated as a separate item, either as a 
Capital Reserve, or as a deduction from any Goodwill item 
arising out of the excess of the purchase price of the shares over 
their nominal value. 

It will thus be observed that profits made by a subsidiary 
company prior to the date when its shares were acquired by a 
holding company must be kept separate from profits made after 
that date. For example, if a holdnig company holds nine-tenths 
of the issued capital of another company, which had a credit 
balance on Profit and Loss Account of £3,000 when the shares 
were acquired, £2,700 must be transferred to Capital Reserve 
when a consolidated balance sheet is prepared. This observation 
does not, however, apply to the share of profits which is attribut¬ 
able to the outside shareholders. 
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EXAMPLE. 

From tho following Balance Sheets of Major Co., Ltd., and its subsidiary 
company, Minor Co., Ltd., drawn up as at Blst December, 19.., prepare a 
Consolidated Balance Sheet as at that date. The interests of the jninority 
shareholders of Minor Co., Ltd., are to be shown as a separate item. At the 
date of acquisition of the shares the General Reserve of Minor Co., Ltd., 
amounted to £2,000 and the Profit and Loss Account to £4,000. 


MAJOR CO.. LTD. 

Balance Sheet as at JIst December, 19.. 


Liabilities. 

<» 

Assets. 

1 


z. 

Share Capita^ Authorised and Issued — 

1 

1 Freehold Property, at cost 

£ 

. 20,000 

100,000 Shares of £l each 

. 100,000 i 

1 Plant and Machinery, at cost, 

less 

Sundry Creditors . 

. 15,000 1 

depreciation . 

. 25,000 

General Reserve . 

. 10,000 ; 

1 Shares in Minor Co., Ltd., at cost— 

Profit and Loss Account 

. 15,000 

30,000 Shares of £I each 

. 40,000 


1 Stock, at cost 

, 


. 15,000 

1 Sundry Debtors . 

. 

. 

. 20,000 

i Cash . • 

• 

• 

. 20,000 

£140,000 \ 



£140,000 


MINOR CO., LTD. 

Balance Sheet as at 31.st December, 19... 

Liabilities. Assets, 

£ 

£ 

Share Capital, Authorised and Issued 


Plant and Machinery, at cost, 

less 

40,000 Shares of £1 each 

40,000 

depreciation . 

. 12,000 

Sundry Creditors . . . . 

4,000 

. Stock, at cost 

. 20,000 

General Reserve . . . . 

2,000 

' Sundry Debtors . 

. 10,000 

Profit and Loss Account 

6,000 

£52,000 

, Cash ..... 

. 10,000 

£52,000 
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CONSOLIDATED BALANCE SHEET OF MAJOR CO., LTD., AND ITS 
SUBSIDIARY, MINOR CO., LTD. 

As AT 31st Deoembbb, 19.. 


Lidhilities, 

£ 

Share Capital Authorised and Issued— 
100,000 Shares of £1 each . . 100,000 

Sundry Creditors .... 19,000 

Minority Shareholders in Minor Co., 

LM.— £ 

10,000 Shares of £1 each 10,000 
Proportion of General Re* 

serve (see below) . 600 

Proportion of Profit and Loss 

Account (see below) 1,600 

- 12,000 

Capital Reserve— 
i^portion of General Re- 
8e^^'e (see below) . 1,500 

Proportion ot Profit and 
Ix)8tt Account (see below) 3,000 


Assets. 

£ £ 

Goodwill, at cost [Excess of 
cost of shares in subsidiary 
over their nominal value] 10,000 
Less Capital Reserve per 
contra . . 4,600 

- 6,500 

Freehold Property, at cost . . 20,000 

Plant and Machinery, at cost, less 


depreciation 

. 37,000 

Stock, at cost 

. 36,000 

Sundry Debtors . 

. 30,000 

Cash .... 

. 30,000 


Deducted from Goodwill 


contra . 

£4,600 

General Reserve— 

£ 

Major Co., Led, . 

10,000 

Minor Co., Ltd. . 

2,000 

Less Minority 


Shareholders 

(see above) . 

600 

Capital Reserve 

(see above). 

1,600 


£ 2,000 - 


Profit and Loss Account— 


Major Co., Ltd. . 

15,000 

Minor Co., Ltd. . 

6,000 

Less Minority 


Shareholders 

(see above) . 

1,500 

Capital Reserve 

(see above), 

3,000 

moo 1,600 


10,000 


16,600 




I 


£167,600 


£167,600 
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Consolidated Profit and Loss Account. 

A consolidated Balance Sheet may be accompanied by a 
consolidated Profit and Loss Account showing the combined 
results of the holding company and the subsidiary companies. 

The consolidated Profit and Loss Account will take the 
usual form of a Profit and Loss Account and all the foregoing 
rules with respect to the treatment of unrealised inter-company 
profits, })re-acquisition profits and losses, and the interests of 
minority shareholders in current profits, will apply : thus care 
should be taken to ensure that— 

(1) Profits of subsidiaries which accrue prior to the date 

when the shares were acquired are not rendered 
available for distribution as dividend but are trans¬ 
ferred to Capital Reserve. This wifi apply to the 
whole of the jDrofits of the subsidiaries and not 
merely to those profits distributed as dividends. 

(2) The due proportion of current profits and losses 

ap])licable to the minority interests is deducted 
from the total profits to show what is available for 
distribution within the group. 

All inter-company dividends, j)urchases and sales, etc., will 
be eliminated, and care should be taken that the fund shown as 
the divisible fund consists solely of profits earned by the holding 
company and by subsidiaries since the date of acquisition of the 
shares by the holding com])any in so far as such profits may be 
attributed to the holding comj)any’s holding in the subsidiary 
company. 

EXAMPLE. 

Red, Ltd., is interested in two subsidiary companies, Wdiite, Ltd., and Blue, 
Ltd. On 31st March, 1940, Red, Ltd., acquired 20,000 Ordinary iShan s of £1 
each in White, Ltd. (representing the entire share capital of that company) and 
on the following 31st May, 18,000 Ordinary Shares of £1 each in Blue, Ltd. (the 
issued share capital of which was 24,000 Ordinary Shares of £1 each). All the 
shares are fully paid up. On the 10th July, 1940, White, Ltd., paid an interim 
dividend of 10% for the year ending 30th f-Yptember, 1940, and on the 15th Jul}^ 
1940, Blue, Ltd., paid an interim dividend of 12% for a similar pe.riod. 

Red, Ltd., supplies its subsidiaries with raw materials invoiced at cost plus 
25%. During the year ended 30th September, 1940, raw materials to the amount 
of £2,(KK) had been supplied to Whitt^ Ltd., and £3,000 to Blue, Ltd., of which 
£500 of the former and £1,000 of the latter were in stock at the 30th September, 
1940. 

The Profit and Loss Accounts of the three companies for the year ended 30th 
September, 1940, were as follows :— 

Dr. Cr. 



Rbd, 

1 

White, 

Blue, 

i Red, White, 

Blue, 


Ltd. 

Ltd. 

Ltd. I 

, Ltd. Ltd. 

Ltd. 


£ 

£ 


I ! £ £ 

£ 

To Administrative 




By IToilt on Trading 


and Selling 




[ and Sundry : 


Expensea 

5,000 

3,000 

4,000 

Income . . , 17,000 10,000 

8,200 

,, Interim Divi¬ 




j 


dends 


2,000 

2,880 



t, Balance available 

12,000 

5,000 

1,320 




£17,000 ' 

10,000 

8,200 

j £17,000 10,000 

j 8,200 



1 i “ 

1 

1 
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Prepare a Consolidated Profit and Loss Account of Red, Ltd., and its sub¬ 
sidiary companies for the year ended 30th September, 1940. 

CONSOLIDATED PROFIT AND LOSS ACCOUNT 
OP RED LTD., AND ITS SUBSIDIARIES 


FOR THE Year ended SOth September, 1940. 


Dt. Cr, 


£ 


£ 

To Administrative and 


By Profit on Trading :— £ 


Selling Expenses . 

12,000 

‘Red, Ltd. . . . 17,000 


„ Minority Interests in 


Less Inku’im 


Blue, Ltd.— 


dividend s 


iof(£2,S80-f£l,320) 

1,050 

from — £ 


„ Pre-acquisition 


White, Ltd. 2,0(H) 


Profits :— 


Blue, Ltd. 2,160 


White, Ltd. — 


- — 4,160 


J of £7,000 . . 

3,5(X) 



Blue, Ltd. — 


12,840 


§ of (£4,200-£l,050) 

2,1(X) 

White, Ltd. . . . 10,000 


„ Elimination of inter¬ 


Blue, Ltd. . . . 8,2(K) 


company profit 



31,040 

on stocks of 

1 



White, Ltd. and 




Blue, Ltd. :— 




£ 




White, Ltd., 


! 


2(i%of£500 1(K) 




Blue, Ltd,, 20^0 




ot£i,000 . 200 




— 

3(X) 

1 


„ Balance available 

12,090 




£31,040 

; 

£31,040 


Valuation of Shares. 

Preference shareholders are concerned with the maintenance 
of profits with a view to ensuring regular payment of the fixed 
dividends rather than with the value of assets. The question of 
capital repayment on liquidation is usually deemed to be of 
secondary importance to dividend maintenance. 

Similarly to preference shareholders, ordinary shareholders 
are not greatly concerned with the actual value of assets but are 
interested primarily with dividend possibilities. As regards 
dividend possibilities ordinary shareholders may be divided into 
two classes :— 

(a) Those who are anxious to receive the largest possible 
dividends and to let the future look after itself. 
These shareholders usually criticise a too prudent 
policy which seems to them to benefit the preference 
shareholders (by making possible the payment of 
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preference dividends out of reserves in years when 
trading losses are incurred) much more than them¬ 
selves. 

(6) Those who take the longer view that the setting aside 
of ample reserves is of the greatest benefit to the 
company as a whole and thus, ultimately, to them¬ 
selves. 

The examination of the accounts from the point of view of 
a shareholder or prospective shareholder raises questions of 
share valmtimi. Two methods of computing the value of shares 
are commonly employed :— 

(1) The Yield or Capitalisation Method. 

The annual profit available for the shareholders of that class 
is ascertained (usually by reference to past results) and is capital¬ 
ised at a rate of interest which is considered reasonable having 
regard to the class of share, the risk involved and the current 
rate^of interest on gilt-edged securities. The caj)italised value of 
the profits gives the total value of the shares of that class and by 
simple division the value of a single share is found. 


EXAMPLE. 


Motors, Ltd,, have an issued capital of £20,000. The average profits for the 
past five years amount to £4,OCX). It is assumed that in a business of this type 
an investor would regard 10% as a fair return. 

The annual average profits on this basis capitalise as follows:— 




The value of the shares may therefore be taken as :— 


£40,000 

2U,(XK) 


—£2 Os. Od. per share. 


It will be noted that under this method no further adjustment 
in respect of goodwill is necessary, for the super profits resulting 
from goodwill are included in the average profits. Since these 
are capitalised upon the agreed basis the capital value thus 
determined includes the value of goodwill (the capitalised value 
of the super profits). 


(2) The Assists Basis. 

The assets, including goodwill if it is of any value, are valued 
and totalled. Liabilities to outside creditors (including debenture 
holders) and the prior claims of other classes of shareholders are 
deducted and the balance represents the total value of the 
shares. This method can only be applied successfully to 
the valuation of ordinary shares which take the whole of the 
surplus profits and assets after satisfying the claims of pre¬ 
ference shareholders. 
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EXAMPLE. 

The following is the Balance Sheet of Motors, Ltd.:— 


Liabilities. 

£ 

Issued Capital 20,000 Shares 


of £1 each, fully paid 

. 20,000 

5% Debentures . 

. 10,000 

Reserve Account 

. 4,000 

Sundry Creditors 

. 9,000 

Profit and Loss Account 

. 1,000 


£44,000 


Assets. 

£ 

Goodwill .... 4,000 

Sundry Assets . . . 37,000 

Cash.3,000 


£44,000 


Goodwill is revalued and foimd to be worth £3,000. Assuming that the remain¬ 
ing assets are of the value stated in the Balance Sheet, and that no other liabilites 
exist, it would appear that the shareholders are entitled to :— 

£ £ 

Total Assets. 44,000 

Less 5% Debentures . . . 10,000 

Sundry Creditors .... 9,(X)0 

Depreciation of Goodwill . . 1,000 


20,0(K) 


Net assets available for shareholders . . . £24,OIK) 

On this basis the shares are w'orth:— 

£24,000 . 

20 , 000 ^^* 

For examination purposes, both methods of valuation of 
shares can be adopted and the results averaged. Thus, if this 
suggestion is applied to the valuations in the above examples, the 
value of each ordinary share will amount to :— 

£2 Os. 0d.+£l 4.S. Od. , 

-^-^£1 12b. Od. 


EXERCISE 9. 

A. Distinguish between a Reserve Fund aivd a Reserve Account. Give 
examples of each and describe their origin and Gieir treatment in the books and 
accounts. 

B. Differentiate between a Reserve, a Reserve Account, a Preserve Fund, 
and a Sinking Fund. 


C. On Ist January, 19.., the Reserve Account of a company has a credit 
balance of £500, and on Slst December, 19.., £700 of the profits for the year are 
transferred to the same account. Draw up a Reserve Account incorporating 
these items, and show how you would deal with the balance in the Balance Sheet 
at the end of the year. 

If the balance of the Reserve Fund were invested outside the business 
altogether, how would you show that amount in the Balance Sheet ? Give an 
extract from a Balance Sheet, using the above figures. 
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D. What are Secret Reserves ? Give examples showing how they may be 

created and utilised. 

E. The directors of a company with an authorised capital of £600,000, sub¬ 
scribed and paid up, decided to recommend the payment of a dividend of 5%. 
You are requested to advise as to the formalities incidental to the payment of 
this dividend and also to draft the rulings for a dividend list. 


P. The Profit and Loss Account of a limited company showed a balance 
available for distribution of £9,313 17s. 2d. as on 30th June. 

It was decided to deal with this balance as follows :— 

(a) To pay a year’s dividend on 10,000 6% Preference Shares of £1 each, 
less Income Tax. 

(h) To pay a year’s dividend on 20,000 Ordinary Shares of £1 each at the 
rate of 10% free of Tax. 

(c) To transfer £3,000 to Reserve Account. 

(d) To carry foiward the balance. 

Assume that the rate of tax for the iSscal year was 10s. in the £. 

Give the entries necessary to carry these decisions into effect and show the 
Appropriation Account of the company. 


G. The Allington Co., Ltd., declared a dividend of 6% on the Preference 
Shares for the year ended 31st March, 19.., according to the amounts paid up 
thereon. The following are the particulars in accordance with the Register of 
Preference Shares from which you are required to prepare the Preference Share 
Dividend Book, assuming that the rate of tax for the fiscal year was 10s. in the £:— 


£ 


A. Black, amount paid up on shares 

. 4,500 

W. Jones, 



6,750 

J E. Benson, 

if 

• 

4,500 

G. Salmon, 


>» ♦ 

7,950 

W. A. Smith, 


>> 

3,lX)0 

L. P. Sergeant, 

»J 

>» • 

2,850 

G. Lupin, 


it • 

3,^/5 

S. Stanley, 

>» 


2,175 

L. A. Evans, 

>y 

> • 

4,500 

P, Redfem, 

j; 


1,500 

M. Barnett, 

>> 


1,500 


H. Give the necessary entries (using imaginary figures) to record the payment 
of a dividend by a company ;— 

(1) Where the dividend is paid “ less tax.” 

(2) Where the dividend is paid “ free of tax.’' 

Why is it not usual to pay dividend on preference shares “ free of tax ” ? 


I. Upon £10,000 6% Cumulative Preference Shares dividends of 3%, 3% 
and nil are paid in three successive years. Show how you would deal with the 
arrears in the books of the Company issuing the shares. 


J. The Sun Engineering Company, Limited, was incorporated on the Ist 
April, to take over a business as a going concern from the previous 1st 
January. The turnover up to the Slst March was £10,000, and from the 
1st April to 31st December, £26,000. Assuming that the net profit for the year 
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was £7,600, you are required to ascertain the profit prior to incorporation, and 
state how such profit should be dealt with. 

Are there any items which may be charged against profits made prior to the 
date of incorporation ? 


K. A limited company with a nominal capital of £40,000 in shares of £1 
each and a Reserve Account of £80,000, the issued and paid-up capital being 
£4,000, decides to pay a Bonus of £9 per share out of the Reserve by the issue 
of fully-paid shares. Give the journal entries necessary to record this trans¬ 
action, and show how the next Balance Sheet of the Company will be affected. 


L. May, Queen & Co., Ltd., having made substantial profits, but needing 
cash, decided to pay a dividend to its shareholders in the form of fully paid 
shares. The balance standing to the credit of the Profit and Loss Account 
amounted to £10,876 Ifis. 2d. The nominal capital of the company consisted 
of 200,000 Ordinary Shares of £1 each. 100,000 of these shares had been issued 
and were fully paid. The proposed dividend was to take the form of an issue 
of two fully paid shares for every twenty-five shares held. 

Show the entries necessary to record these transactions in the books of the 
company, assuming that no shareholder holds fewer than twenty-five shares. 


M* Bars, Limited, have accumulated a lieserve Account of £50,000. I'he 
nominal capital of the company consists of 300,(X)0 Shares of £1 each, of which 
200,000 Shares have been issued and fully paid up. The dii*ectors propose to 
distribute the Reserve Account by the issue of one fully paid share for every four 
shares held. What is your opinion of this proposal ? Give the entries necessary 
in order to record the new issue of shares in the company’s books and Balance 
Sheet. 

N. The Balance Sheet of The Highland Hotel Co., Ltd., disclosed the 
following particulars:— 

£ £ 

Capital 

Nominal — 20,000 6% Preference Shares of £5 each . 100,000 

160,000 Ordinary Shares of £1 each . 160,000 


£260,000 

Issued —10,000 6% Preference Shares of £6 each, 

fully paid. 60,000 

100,000 Ordinary Shares of £1 each, fully 
paid. 100,000 


Reserve Account .... 

Profit and Loss Account (balance) . 

Resolutions were passed at extraordinary general meetings of the company 
as follows:— 

(a) To convert each £6 preference share into five preference shares of 

£1 each. 

(b) To declare a bonus of 20% on the ordinary shares, to be provided— 

(1) As to one moiety from the profit and loss balance, and (2) the 
other moiety from the reserve fund—the bonus to be satisfied by 
the issue of one fully paid ordinary share for every five ordinary 
shares held. 

Submit the journal entries necessary to record the transactions resulting 
from the above resolutions, and show bow the accounts affected would appear 
in the Balance Sheet of the company. 


150,000 

60,000 

20,000 
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0. Show by means of ledger accounts how the following decisions of the 
directors of the Wintergreeri Co., Ltd., should appear in the books of the 
company:— 

(i.) Transfer of £2,000 from Profit and Loss Account to lleserve Account 
in order to bring up the latter to £18,000. 

(ii.) To pay a dividend of 100% on the Share Capital of £1,800. 

(iii.) To pay a bonus of £2 jx^r share (on 1,800 shares of £1 each) out of 
the Peserve Account in fully-paid shares. 

The profit for the year in question amounted to £10,000, and the balance of 
Profit and Loss Account at the begiiming of the year was £6,000. Ignore Income 
Tax. 


P. The Balance Sheet of the Lionheart Co., Limited, as at Slst December, 
was as follows :— 


Liabilities. 


Assets. 


Share Capital (authorised 

* 

Fixed Assets— 


and issued)— 


Freehold Works, Plant 


100,000 Preference Shares 


and Machinery at cost 

3,602,474 

of £10 each 

1,000,000 

Freehold Estates at cost. 

106,760 

200,000 Ordinary Shares 


Steamers at cost . 

164,453 

of £10 each 

2,000,000 ■ 

Rolling Stock at cost 

128,721 

Mortgage Debentures 

1,200,0(X) : 

Furniture at cost . 

1,216 

Creditors 

146,623 i 

Shares in Subsidiary Com¬ 


Insurance Reserve . 

6,577 

panies at cost . 

134,807 

General Reserve 

108,823 i 

Floatikg Assets— 


IVofit and Loss Account . 

47,770 1 

Stocks.... 

137,051 


; 

Debtors 

93,657 

' 

Bank . 

. 137,216 

1 

Cash . 

1,338 

£4,507,693 


£4,507,693 


A scheme for the reduction of the capital, approved by the court, was adopted 
by which £4 per share was to bo written off the Pretenuice {Shares, and £6 per 
share off’ the Ordinary Shares. 'Fhe scheme provided for the undern-entioned 
reductions in the assets, as at 31st Dectuubor; 


£ 

Freehold Works by.. . 1,572,014 

Freehold Estates by.6,760 

Shares in Subsidiary Companies by . . . . 62,610 

Steamers by. 40,453 

Rolling Stock by. 33,721 


and that the General Reserve should be extinguished and the difference be 
transferred from Profit and Loss Account. 

You are required to draft the Balance Sheet of the company, after carrying 
out the terms of the scheme as set out above. 

Q. A limited company having sustained heavy losses obtained the sanction 
of the court to reduce its capital from 100,000 shares of £1 each, 10s. per share 
paid up, to 100,000 shares of £1 each, 5s. per share paid up. Make the necessary 
journal entry and state how the share ledger and certificates will bo adjusted 

R. With a view to reducing establishment expenses and generally to effect 
economy in working, Anstruther & Co., Ltd., was taken over by Brown’s, Ltd., 
as from 1st January, upon the following terms :— 

(i) Brown’s, Ltd. to assume tao liabilities and take over the assets at 
book values. 
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(ii) Brown’s, Ltd. to discharge the debentures in Anstruther & Co., Ltd., at 

105% by the issue of new mortgage debentures at 6% in Brown’s, Ltd. 

(iii) Brown’s, Ltd. to pay the shareholders in Anstruther & Co., Ltd., 

10s. per share, and to give three lOs. shares in the former company 
for every £1 share in the latter company. The lOs. shares were 
considered as being at par. 


The following Balance Sheet of 
immediately before the transfer :— 
Liabilities. £ 

Capital— 

Nominal, 50,000 Shares of 


£1 each . . . 50,000 

Issued, 47,600 Shares of £1 


each, fully paid 

. 47,600 

6% Mortgage Debentures 

. 12,000 

Reserve Fund 

. 15,000 

Sundry Creditors 

7,650 

Profit and Loss Account 

. 4,960 


£87,110 


Anstruther & Co., Ltd., was prepared 

Assets £ 

Goodwill at cost . . 36,000 

Fixed Assets— 

Freehold Land and Build¬ 
ings at cost. . . 16,660 

Machinery and Plant at 
cost, less depreciation . 3,210 

Fixtures and Fittings do. . 850 

Floating Assets— 

Stock .... 4,660 

Sundry Debtors . . 10,990 

Investments . . . 14,660 

Cash at Bank and in hand 2,100 

£87,110 


You are required to give the entries necessary to close off the books of 
Anstruther & Go,, Ltd., and to show how the acquisition of the new business 
would be recorded in the books of Brown’s, Ltd. 


S. From the following figures, which are extracted from the books of the 
Gordon Shipbuilding Company, Limited, which had an authorised share capital 
of 20,000 Ordinary Shares of £1 each, you are required to prepare Trading 
Account, Profit and Loss Account, and Balance Sheet as at 31st December :— 

£ 


Land and Buildings at cost. 

6,500 

Share Capital:— 

12,000 Ordinary Shares of £1 each, fully called . 

. 12,000 

Calls in Arrear ....... 

40 

5,000 Ordinary Shares of £I each, 10s. paid up 

2,500 

Goodwill at cost. 

. 2,600 

Discount on Debentures. 

100 

Plant and Machinery at cost, loss depreciation 

4,246 

Rent, Rates, Taxes, and Telephone 

400 

Fuel, Power and Lighting (Manufacturing) 

178 

Wages (Manufacturing) .... 

1,676 

Insurance ........ 

240 

Directors’ Fees. 

600 

Purchaser (net). 

. 9,981 

Sales (net). 

. 17,900 

Discount Received. 

140 

Discount Allowed. 

100 

Fixtures and Fittings at cost, less £10 depreciation . 

390 

Office Furniture, etc., at cost .... 

Mortgage Debentuies, 6%. 

100 

2,000 

Interest on Debentures ..... 

100 

Bad Debt Reserve ...... 

600 

Salaries ........ 

1,400 

Carriage Inwards 

160 
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£ 

Carriage Outwards.170 

Sundry Debtors . . ... . 2,100 

Sundry Creditors ....... 1,720 

Cash at Bank.1,400 

Cash in hand.50 

Stock at Ist January . 3,780 


Incidental Trade Expenses ...... 

The Stock at 31st December was £2,510. Write off the Debenture Discount. 
Take into consideration the following adju/atmcnts : Increase Bad Debt Beserve 
to £750, Rates owing £84, Is. Ud. 


T. Draw up Balance Sheet and Profit and Ix>8s Account of the Afridi Co., 
Ltd., as at Slst December. The Trial Balance is as follows ;— 


£ £ 

Balance at Bank ...... 980 

Sundry Debtors ...... 6,780 

Bills Receivable.480 

Wages paid in advance .... 42 

Plant and Fixtures at cost, less depreciation . 4,060 

Goodwill Account at cost .... 10,045 

Interest on Debenture's .... 400 

Stock Account, 1st January .... 20,098 

Purchases.12,480 

Ready Money Purchases .... 340 

Wages.13,380 

Discounts Allowed . . . . 706 

Rent, Gas, Insurances, etc.1,430 

Managing Director’s Salary .... 1,000 

Bank Charges and Interest . . . . 101 

Sundry Expenses . . . . 1,150 

Rent and Insurances in advance' . . . 200 

Bad Debts.125 

Depreciation of Plant.203 

Legal Charges ...... 42 

Profit and Loss Account— 

Balance brought forward . . . . 271 

Share Capital authorised and issued— 

Preference. 8,000 

Ordinary. 20,000 

5% Mortgage Debentures .... 8,000 

TVade Creditors. 6,630 

Bills Payable. 1,160 

Bank Loan (Secured). 1,000 

Sundry Creditors. 1,861 

Reserve for Amounts owing—Gas, etc . . 30 

Discounts Received. 640 

Sales. 25,761 

Ready Money Sales ... 1,231 


£74,313 £74,313 

Note —Stock at end of the year, £23,040, 


U. The Lancaster Engineering Company, Limited, has an authorised capital 
of £75,000, divided into 25,000 Preference Shares of £1 each, and 50,000 Ordinary 
Shares of £1 each. At 30th September, 1941, the whole of the Preference Shares 
had been issued, but the unpaid calls amounted to £1,900. Of the Ordinary 
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Shares 10,(XK) had been issued as fully paid to the vendors for the purchase price 
of their connection; 40,000 remain to be issued. The company was formed 
in September, 1940, and the directors require a Balance Sheet and Trading and 
Profit and Loss Accounts to be pnipared from the following particulars as at 
30th September, 1941 :— 


Factory Buildings at cost 




8,700 

Plant and Machinery at cost. 




9,100 

Loose Tools at cost .... 




186 

Head Office Furniture and Fittings at cost 




460 

Factory Fm-niture and Fittings at cost . 




66 

Chemistry Laboratory Apparatus . 




96 

„ „ Materials unused 




75 

Purchases of Finished Articles 




2,600 

Returns and Allowances on Purchases . 




25 

Sales Finished Articles 




3,900 

Returns and Allowances on Sales . 




62 

Rent—Factorv, 3 quarters . 




300 

„ Head Office .... 




240 

Preliminary Expenses .... 




219 

Advertising. 




394 

Managing Director’s Remuneration 




500 

Law Charges ..... 




30 

Postages and Telegrams—Head Office . 




97 

„ „ Factory 




11 

Salaries—Head Office .... 




866 

„ Factory .... 




260 

Wages—Factory. 




711 

General Expenses Head Office, including Stationery 


490 

Smidry Debtors. 


, 


900 

„ CYeditors .... 




600 

Ca:b at Bank. 




1,284 


The directors desire to see the expenses of the Head Office and the Factory 
separately. 

Tlie stock of finished articles at the end of the period was agreed to be taken 
at a nominal figure of £200. 

There are adjustments under the head of Rents. The Office Rent has been 
paid three months in advance, but the Factory has one* quarter due to 29th 
September, 1941. 

Having regard to the fact that the Factory was new and the Plant just estab¬ 
lished it was decided that the depreciation be reckoned at the rate of 2^% per 
annum on the cost, and on Loose Tools 6%. The cost of the laboratory can 
remain. 

V. A company was formed to acquire the business of X and 7 as a going 
concern on 1st January. 

The amounts standing to the credit of X and 7 were £9,786 and £7,644 
respectively on this date, and the purchase agreement provided 9,000 fully 
paid shares should be allotted to X and 7,000 to 7 in part consideration for the 
sale, and that each partner should receive in cash J of the amount standing to 
his credit as additional consideration. The company had a nominal capital of 
£60,000, divided into 60,000 shares of £l each, of which 22,000 were issued (at a 
premium of Is. per share and fully subscribed) in addition to the shares allotted 
to X and 7. Goodwill stood in the vendor’s Balance Sheet at £2,860. The 
shares were issued and ca.ah duly paid to the vendors. 

The agreement for sale further provided that any bad debts incurred during 
the first year of the company’s existence should be borne as to one-third by the 
conmany and one-third each by X and 7. 

In addition to any balances represented by the above information, the 
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following balances wore extracted from the books of the company on 31st 
December. 


Stock, Ist January 


. 12,752 

Rates, Taxes and Insurance . 


983 

Freehold Premises at cost 


9,645 

Purchases. 


. 47,862 

Purchases Returns 


951 

Bad Debts. 


348 

Plant and Machinery at cost 


. 3,950 

Factory Cash Imprest . 


60 

Sales. 


. 98,310 

Sales Returns .... 


. 1,214 

Discount Account (Debit Balance) 


872 

Furniture and Fittings at cost 


1,440 

Managing Directors’ Salaries 


2,000 

Office Salaries .... 


. 6,403 

Works Wages .... 


. 12,815 

General Expenses 


. 

Motors at cost .... 


3,700 

Manufacturing Ex|X'n.ses 


. 2,195 

Audit Fee and Legal Expenses 


327 

Advertising .... 


6,718 

Fuel and Power .... 


415 

Carriage on Purchases . 


912 

Carriage on Sales 


315 

Sundry Debtors .... 


. 16,940 

Sundry Creditors 


6,340 

Bills Payable .... 


1,920 

Cash at Bank .... 


3,816 

Cash in Hand .... 


89 


You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 31st December, and a Balance Sheet as on that date. 

When preparing these Accounts the following adjustments are necessary:— 

(а) 10% depreciation is to be written off Plant and Machinery 15% off 

Motors, and 6% off Furniture and Fittings. 

(б) A reserve for Bad Debts is to be created amounting to 5% of the 

Sundry l^btors, and reserves for discounts of 2^% on the Debtors 
(before deducting the reserve for Rad Debts) and of 2J% on the 
Creditors. 

(c) Six months’ rent of premises sub-let at £100 p.a. is to be provided for 

(d) A Pension Fund is to be created, the Company contributing an amount 

equal to that contributed by the employees. All salaried employees, 
with the exception of the Managing Directors, who do not participate, 
have had their contribution of 5% of their salaries deducted when 
the salaries were paid, the amount debitc‘d to salaries being the 
actual amount paid. 

(e) The Stock on hand on 31st December was valued at £6,486. 

W. A limited company was formed on 1st January, 19.., with a nominal 
capital of £25,000, divided into 26,000 shares of £1 each to take over, as a going 
concern, the business of A. B It was agreed that the purchase consideration 
should be 20,000 fully-paid shares which were duly allotted to A. B. and his 
nominees, but no entries were made in the books in connection with the capital 
transactions, A. B.’s capital remaining as a balance in the books. No further 
share issue was made, and the following Trial Balance was extracted from the 
books on the 31st December, 19.. 
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TRIAL BALANCE. 





£ 

£ 

Capital Accoimt . 

Stock, 1st January, 19.. 



9,682 

15,704 

Salaries .... 



6,947 


Plant and Machinery at cost . 



9,740 


Rent, Rates and Taxes . 



2,372 


Purchases .... 



69,860 


Do. Returns 

Insurance .... 



294 

2,716 

Office Expenses 



1,237 


Furniture and Fixtures at cost 



2,960 


Bad Debts .... 
Sales. 



270 

116,914 

Do. Retmns 



836 


Commission .... 



3,292 


Bills Receivable . 



1,124 


Factory Wages 



9,674 


Stable Expenses . 



437 


Repairs .... 



1,696 


Manufacturing Expenses 



2,312 


Advertising .... 



11,654 


Horses and Carts at cost 



926 


Carriage Inwards . 



1,362 


Carriage Outwards 



827 


Discounts Allowed 



1,261 


Factory Power 

6% Mortgage Debentures (issued 

on 

1st July) 

1,370 

12,000 

Discounts Received 

Lighting and Heating . 


199 

922 


Sundry Debtors . 



37,860 


Sundry Creditors . 

Cash Book Balance 



1,014 

29,840 



£178,096 

£178,096 


You are required to prepare for the company Trading and Profit and Loss 
Accounts for the year ended Slst December, 19.., and a Balance Sheet as on 
that date. 

Before preparing these accounts the following adjustments must be made :— 

(а) The following depreciations are to be written off:— 

Plant and IVhachinery 10%. 

Furniture and Fixtures 5%. 

(б) A valuation of Horses and Carts was made which amounted to £816. 
(c) Rates and Insurance, paid in advance, were £97 and £36 respectively. 
{d) A Reserve must be made for interest due on Debentures to Slst 

December, 19.. 

(e) A Reserve for Bad Debts is tc» be created, amounting to 6% of the 

Sundry Debtors. 

(f) One half of the Advertising is to be carried forward. 

{g) The Stock on Slst December was valued at £4,779. 


X. From the following Trial Balance of the Pimlico Mortgage Co., Ltd., as 
on Slst December, prepare Profit and Loss Account and Balance Sheet. 

Depreciate office furniture and fittings at the rate of 10% per annum. Provide 
a reserve in respect of the foreclosed mortgages account of 12^%. You find 
that a quarter’s rent receivable, amounting to £600, has been omitted from the 
books. (Ignore income tax on this item.) The market value of the investments 
representing the reserve fund is £4^,600. 
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TRIAL BALANCE. 

Share Capital, authorised and issued, 

£ 

£ 

100,000 shares of £10 each, £6 paid * 


600,000 

Four per cent, mortgage debenture stock. 


260,000 

Five per cent, mortgage debentures 


200,000 

Loans on mortgage .... 

760,000 


Freehold buildings at cost 

80,000 


Investments at cost (representing the 
Reserve Fund). 

60,000 


General Investments at cost . 

40,000 


Foreclosed Mortgages Account 

70,000 


Treasury bills at cost .... 

34,760 


Office furniture and fittings at cost. 

750 


Sundry debtors ..... 

8,000 


Cash at bankers. 

7,600 


Reserve fund. 

60,000 

Reserve for Income Tax 


13,000 

Discount on Company’s own debentures 
purchased below par .... 


23,000 

Sundry creditors. 


2,600 

Salaries. 

4,500 


Interest on debentures and debenture 
stock ...... 

20,000 


Debtors for interest on loans on mortgage 
accrued due. 

20,000 


'Transfer fees. 


100 

Office expenses ..... 

8,700 


Profit and Loss Account balance at lat 
January . 


6,000 

Audit fee. 

200 


Interim dividend paid 1st July 

15,000 


Interest on loans and investments . 


63,000 

Rents received ..... 


1,800 


£],1 00,40 0 £1,109,400 

Notes. —£200,000 6% Mortgage Debentures have been redeemed ar.a are 
capable of being re-issued. 

The salaries (£4,600) include £2,000 directors’ fees and £500 salary paid to 
the managing director. 

A loan of £3,000 had been made to a director during the year, but this was 
repaid on 30th December. 

Y. From the following figures relating to the Provincial Soap Co., Ltd., 
prepare Balance Sheet as at 3l8t December, 1940 :— 

Share Capital— 

Authorised— £ 

50,000 7% Preference Shares of £1 each .... 60,000 
40,000 8% Redeemable Preference Shares of £1 each, to be 
redeemed on or before 31st December, 1950 . . . 40,000 

60,000 Ordinary Shares of £1 each. 60,000 

Issued ■—*“ 

50,000 7% Preference Shares of £1 each, fully paid . . 60,000 

40,000 8% Redeemable Preference Shares of £1 each, fully 
paid . . . ... . . . . 40,000 

40,000 Ordinary Shares of £1 each, fully paid . . . 40,000 

20,000 Ordinary Shares of £1 each, issued at a discount of 

2i% fully paid . ‘. 20,000 

6% Mortgage Debenture Stock. 76,000 

Debenture Stock redeemed and capable of being re-issued * . 26,000 
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£ 

Debenture Interest accrued due ...... 1,250 

Sundry Creditors. 40,376 

Bills Payable.6,000 

Secured Loans.2,000 

Debts due to Subsidiary Companies.2,300 

Debenture Stock Redemption Fund ..... 10,000 
Profit and Loss Account—Balance Ist January, 1910 . . 17,060 

Trade marks at cost.600 

Interest on Ix>an8 accrued due ...... 100 

Directors’ Fees accrued ....... 2,600 

Capital Redemption Reserve Fund.16,000 

Net Profit to Slst December, 1940 12,166 

Patents at cost, loss £3000 written off.2,000 

Directors’ Fees payable by subsidiary companies . . . 600 

Preference Dividend paid.6,700 

Goodwill at cost. 26,000 

Freehold Properties at cost ....... 60,000 

Leasehold Propertie-s at cost, less £26,000 depreciation . . 66,000 

Plant and Machinery as valued at 31st December. 19 !0 . . 21,300 

Preliminary Expenses.1,760 

Debts due from Subsidiary Companies.18,610 

Ix>ans to Directors during year.6,000 

Furniture and Fittings at cost.1,300 

Investments in sharers of Subsidiary Companies at cost . . 26,000 

Investments in War Loan at cost .... . 23,600 

Discount on Issue of Shares not written off . . . . 260 

Discount on Debentures not written off.1,000 

Cash at Bank and in Hand.4,300 

Amounts repaid by Directors on Loan Account . . . 6,000 

*^Wok hi Trade as valued by Managing Director . . . 22,340 

Sundry Del tors. 61,200 

Reser. e for Bad Debts ....... 2,500 


The profits of the subsidiary companies have been included in the above 
figures to the extent of the dividends declared by such companies, less the 
aggregate amount of this Company’s share of losses of those subsidiary com¬ 
panies making losses. 

Z. From the Balance Sheets given below of the Elder Co., Ltd., and the 
Younger Co., Ltd., prepare a Consolidated Balance Sh(M4 of the holding com¬ 
pany. The interests of the minority shareholders of the Younger Co., Ltd., 
should be shown in the Con.solidatcd Balance hlheet. 


ELDER CO., LTD. 

Balance Sheet as at 31st Decembee, 19.. 
Liabilities. £ i| Assets. 


Share Capital— a 

Authorised— | 

150,000 Ordinaiy Shares of 
£1 each . . . 150,000 |j 

Issued— I 

150,000 Ordinary Shares of j| 


£1 each, fully paid . 160,000 

General Reserve Account . 30,000 

Sundry Creditors . . 32,000 

Debts due to Subsidiary Com¬ 
pany .4,600 

Profit and Loss Account . 12,600 


Freehold Property at cost 
J/;asehold Property at cost, 
less depreciation . 

Plant and Matkinery at cost, 
less depreciation . 

Furniture and Fittings as valued 
by Smith & Son . 

Shares in Younger Co., Ltd., 
at cost—16,000 Shares of £l 

each. 

Sundry Debtors 
Debts due from Subsidiary Com 
pany ... 

Cash at 6an|^. 


£ 

102,000 

42,000 

24,000 

840 


20,000 

26,000 

3,160 

11,000 


£229,000 


£229,000 
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YOUNGER CO., LTD. 

Balance Sheet as at 31st December, 19.. 


Liabilities, 

£ 

Share Capital— 

Authorised— 

20,000 Ordinary Shares of 
£1 each ! . . 20.000 

Issued— 

20,000 Ordinary Shares of 
£1 each, fully paid . 20,000 

Sundry Creditors . . . 7,200 

General Reserve Account . 5,000 

Profit and Loss Account . . 5,000 


£37,200 


Assets, 

£ 


Leasehold Property at coat, less 


depreciation 

12,000 

Plant and Machinery at coat. 


less depreciation . 

9,000 

Investments at cost 

6,000 

Sundry Debtors 

8,160 

Cash at Bank 

3,060 


£37.200 


A A. From the Balance Sheets given below of The Tiny Motor ('o.. Ltd., and its 
two subsidiary companies, the Hound Tyre Co., Ltd., and the Everlasting Engine 
Co., Ltd., drawn up as at 31st December, 19.., prepare a Coiwolidaled Balance 
Sh(?et*of the wdiolo undertaking. The interests of the minority shareholders 
in the subsidiary companies should be shown in the ConsoHdated Balance Sheet. 
At the date of acquisition of the shares in the Round Tyre Co., Ltd., the General 
Reserve of that company amounted to £3,000. 


THE TINY MOTOR CO., LTD. 
Balance Sheet as at 31st December, 19.. 


Liabilities. 

£ 

Share Capital, Authorised and 
Issued— 

200,000 Ordinary Shares of 
£1 each, fully })aid . 200,000 
Sundry Creditors . . . 40,000 

General Reserve , . 30,000 

Profit and Loss Account— £ 

Balance brouglit for¬ 
ward . . 5,000 

Add Profit for year 7,000 

-12,000 


£282,000 


Assets, 

; £ 

j Goodwill at cost . . 25,000 

!i Buildings at cost, less dcprecia- 

ii tion. 80,000 

Plant and Machinery at cost, 
less depreciation . . . 30,000 

Stock (per manager’s valuation) 17,000 
; Sundry Debtors— £ 

; Round Tyre Co., Ltd. 2,000 

Trade Debtors . 35.000 

-- 37,000 

) Bills Receivable (accepted by 

Everlasting Engine Co., Ltd.) 5,000 
Investments at cost— £ 


War Loan . 

1 Round T'Te Co., 
Ltd.— ' 

1 20,000 Ord. Shares 

18,000 


1 of £1 each . 

Everlasting Engine 
Co., Ltd.— 

; 8000 Ord. Shares 

25,000 


of £1 each 

12,000 

56,000 

Cash at Bank 


32,000 

Cash in Hand 

'1 

• • 

1,000 

£282,000 
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THE ROUND TYRE CO., LTD. 
Balance Sheet as at 31st December, 19., 


LiahilUits. 

'i 

C II 

AsstU. 

£ 

Share Capital, Authorised and 

jt ! 

Goodwill at cost 

10,000 

Issued— 

II 

Buildings at cost . . . 

6,000 

26,000 Ordinary Shares of 

;! 

Machinery at cost, less deprecia¬ 


£1 each, fully paid 

25,000 ■! 

tion . . . . 

12,000 

Sundry Creditors (including Tiny ;i 

Stocks (per manager’s valuation) 

600 

Motor Co., Ltd., £2000) 

6,000 '! 

Sundry Debtors 

6,000 

General Reserve 

6,000 i 

Cash at Bank 

7,100 

Profit and Loss Account . 

6,800 ‘ 

Cash in Hand. 

200 


£41,800 


£41,800 

THE EVERLASTING 

ENGINE CO., LTD. 


Balance Sheet as at 

31st December, 19.. 


Liahiliiies. 

■i 

C i 

Assets, 

£ 

Share Capital, Authorised and 

1 ! 

i: 

Buildings at Cost . 

7,600 

Issued— 


Plant and Machinery at cost, 


10,000 Ordinary Shares of 

i 

less depreciation . 

1,200 

£1 each, fully paid 

10,000 : 

Stock (per manager’s valuation) 

7,000 

Sundry Creditors . 

2,000 , 

Sundry Debtors 

2,400 

Rills Payable (including Bills 

1^ 

Cash at Bank 

1,100 

drawn by Tiny Motor Co., 


Cash in Hand.... 

100 

Lid., £6,000) 

6,000 



Profic and Ijoss Account . 

1,300 ii 




£ 19,300 1 


£19,300 


BB. The following is the Balance Sheet of Phoenix Ltd., as at 31st December 

19.. 


Liabilities. 

11 Assets. 



£ 1 

£ 

Authorised and Issued Capi¬ 

ij Land £^nd Buildings 

26,000 

tal :— 

1 Plant and Machinery . 

00,000 

80,000 Shares of £1 each 

1 Stocks and Work-in-Progress 

23,500 

fuUy paid up 

80,000 1 Sundry Debtors . 

24,900 

Five per cent. Deben¬ 

! Cash Balances 

2,600 

tures (secured by a £ 

Profit and Loss Account 

26,000 

floating charge) . 50,0(X) 


Accrued Interest . 2,500 




52,600 


Sundry Creditors 

28,500 


£161,000 ji 

£161,000 


(Note. —The fixed assets are valaed at cost less depreciation.) 

The Debentures are held by Excelsior Ltd., who also hold 20,000 shares, 
acquired during the past two years at a total cost to that company of £14,600. 

Negotiations between the two companies resulted in an agreement for the 
absorption of Phoenix Ltd. by Excelsior Ltd. upon the following terms :— 

(1) That Excelsior Ltd. take over the assets and liabihties of Phoenix Ltd. 
as at Slst December, 19.., at their book figures, subject to the 
revaluation of the Plant and Machinery at £46,000. 
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(2) That the amount due in respect of the Debentures be set off against 

the purchase consideration, and that they be cancelled on the 
completion of the transaction. 

(3) That the outside shareholders (i.e., the shareholders other than 

Excelsior Ltd.) in Phoenix Ltd., be given £1 shares issued at par by 
Excelsior Ltd. on the basis of such shares being worth 30s. each and 
the shares in Phoenix Ltd. being worth 10s. each. 

The arrangement was approved by the necessary majority of shareholders in 
Phoenix Ltd., on 16th February, 19... 

Show the Journal entries required to close the books of Phoenix Ltd., and to 
record the transaction in the books of Excelsior Ltd.—including the transfers 
required to close the accounts therein relating to the shares and debentures in 
Phoenix Ltd. 

CC. On Slst December, 19.., an accountant prepared the following summary 
representing the Balance Sheet of a company:— 

X LIMITED. 

Summarised Balance Sheet—31st December, 19.. 


Liabilities. £ ;! Asspts. £ 

Capital (Authorised, Issued il Coodwill .... 8,000 

and Paid up)— j Fixed Assets . . . 15,000 

30,000 Ordinary Shares 'i Floating Assets . . . 6,000 

of £ leach . . 30,000 Ij Profit and 1a)Ss . . . 11,000 

Current Liabilities . . 10,000 li 

___'i _ 

£40,000 ;| £40,000 


In order to relieve the financial stringency disclosed, the following scheme 
was agreed to and all the consequent legal technicalities were properly com¬ 
pleted :— 

(а) The directors, by resolution dated 31 at January, 19.., valued the 

goodwill at £6,000. 

(б) Messrs. A. & Co., licensed valuers, certified the value of the fixed 

assets as £12,000, by certificate dated 31bt January, 19... 

(c) The Profit and Loss Account balance was eliminated. 

{(1) The ordinary shareholders were each given the option of subscribing 
in respect of each ten shares held either :— 

(i) Ten preference shares of £1, issued as 15s. paid, against a cash 
payment of ISs. per preference share. These shares were to 
carry a cumulative dividend of 6% per annum. 
or (ii) One debenture bond of £10 at par, all bonds ranking pari 
passu as a specific charge on the company’s fixed assets and 
carrying 2% per annum interest. The company reserved 
the right to refuse this option if more than 1,000 bonds 
were applied for. 

(e) Ordinary shareholders holding 10,000 shares accepted option (i) and 
those holding 9,000 shares accepted option (ii), and aU money due 
was paid. The remaining shareholders refused both options. The 
nominal capital of the company was increased by £10,000 so as to 
cover the new preference issue. 

(/) Each ordinary share was reduced so as to rank as £1 share, eight 
shillings paid up. Any available balance arising out of the capital 
reduction was to be carried to Capital Reserve. 

You are required to produce from the information given the Balance Sheet of 
X Limited immediately after the arrangements were completed. 
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DD. The following is the Balance Sheet of A.B. as at 3let December, 19.. :— 


Liabilities. 

£ 1 

Assets. 

£ 

Creditors . 

. 60,000 ! 

Freehold Property 

. 30,000 

Bank Overdraft . 

. 13,000 i 

Plant and Machinery . 

. 45,000 

A.B.’s Capital Account 

. 58,000 ; 

Stock . . . 

. 30,000 


i Sundry Debtors . 

1 

. 16,000 


£121,000 

! 

£121,0(X) 


The X Co., Ltd., agreed to take over the business of A.B. as from Ist January, 
19.., and in consideration of the transfer, to 

(a) Pay A.B. £50,000 in cash and to allot him 20,000 Shares of £1 each 

credited as fully paid up. 

(b) Discharge the liabilities to the creditors and to the bank. 

The authorised capital of the company was £100,000 in Shares of £1 each and, 
in addition to the shares allotted to A.B., 75,0(X) were subscribed for in cash and 
fully paid up. 

Show the Journal entries and Ledger Accounts necessary to record these 
transactions in the company’s books. 


EE. On December 31st, lU 

.., the Balance Sheet of Ravary’s, Ltd., 

was as 

follows:— 




Liabilities. 


Assets. 



£ 


£ 

Nominal Capital, £20,000 


Land and Buildhigs 

2,000 

divided into 10,000 6%. 


Plant and Machinor}^ . 

5,(X)0 

Cumulative Preference 


Tools and Utensils 

1,000 

J^hures of £1 each, and 


Stock .... 

7,000 

10,000 Ordinary Shares of 


Sundry Debtors 

3,000 

£1 each. 


Bills Receivable . 

900 

Paid -up Capital— 


Cash ..... 

100 

6,000 Ordinary Shares 

6,(K}0 

Profit and Loss Account— 


6,000 Preference Shares 

6,000 

Dr. Balance 

8,000 


12,000 



5% Debentures . 

3,000 



Sundry Creditors 

5,000 



Bills Payable 

3,000 



Bank Overdraft . 

4,000 




£27,000 


£27,000 


It was decided to reconstruct the Company, and for this purpose Ravary’s 
(New), Ltd., was registered with a Capital of £20,000 divided into 8,000 Ordinary 
Shares of £1 each, and 12,000 7% Preference Shares of £l each, to take over the 
assets and liabilities of the old company. 

The debenture-holders in Ravarj^’s, Ltd., agreed to accept 7% Cumulative 
Preference Shares in Ravary’s (New), Ltd. in exchange for their debentures. 

The Preference shareholders in Ravary’s Ltd., were to receive one Preference 
Share in Ravary’s (New), Ltd. for every three shares held by them in the old 
company. 

The Ordinary shareholders were to be allotted one Ordinary share, ISs. Od. 
paid, in Ravary’s (New) Ltd., in exchange for every four shares held by them in 
the old company. 

The costs of the liquidation of Ravary’s Ltd., were paid by the new company. 

Give the Journal entries necessary to record the above transactions in the 
books of Ravary’s Ltd. 





CHAPTER X 


CONSIGNMENTS ; ACCOUNTS CURRENT ; JOINT 
VENTURES 


When goods are despatched to an agent for sale and the 
ownership of such goods remains vested in the sender (known 
as the consignor)^ they are termed consignments. 

When the agent (the consignee) effects a sale, the property 
in, and the ownership of the goods, are transferred to the buyer. 
Thus the goods are not at any time the property of the agent, 
but the latter receives payment for the goods from the buyer, 
and, »after deducting any expenses incurred, together with his 
remuneration, he remits the balance (the net proceeds) to his 
principal. Usually, the agent's remuneration or commission 
consists of a percentage based upon the gross proceeds of the sale. 

Consignments of home and foreign produce are frequently 
sent to merchants at central markets for sale on behalf of the 
consignor, as, for example, fruit, flowers, and vegetable produce 
to Covent Garden, and meat to Smithfield. Similarly, manu¬ 
factured goods may be sent for sale to agents in this and other 
countries. 

Del Credere Agents. 

An agent sometimes undertakes to indemnify his principal 
against bad debts in respect of the goods sold by him, in which 
case lie is termed a del credere agent, and receives an extra com¬ 
mission in consideration of this undertaking. In some cases 
this del credere commission is shown separately from the ordinary 
commission, but in other cases it is included in one rate with the 
ordinary commission. 

Drawing a Bill against the Consignment. 

In the case of consignments despatched to a foreign agent, 
a merchant often draws a “ documentary bill '* (see ante, page 137) 
upon the consignee so that it can be turned into cash by sale or 
discount immediately the shipment is made. Until the con¬ 
signee sells the goods he is not indebted to the consignor for 
their value, and so cannot be expected to pay for them. On 
the other hand, the consignor is deprived of the use of part of 
his capital, and to overcome tliis difficulty the bill of exchange, 
payable at a future date, is drawn on the consignee for a certain 

415 
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proportion of the value of the goods, and the consignor then 
sells or discounts the bill to obtain ready cash with which to 
finance further operations. , 

In all probability the goods will be sold by the consignee 
before the bill arrives at maturity, so that by the time he has 
to find the cash to meet the bill, he is actually indebted to the 
consignor for the proceeds of the sale of the goods, and the 
amount of the bill will be taken into consideration when a final 
settlement takes place between the two parties. 

If it should so happen that the consignee cannot sell the 
goods, then the consignor becomes indebted to him when he 
meets the bill already drawn against such goods. 

Entries in Consignor's Books. 

The biU would be dealt with in the consignor’s books as 
follows :— 

(a) The bill is entered in the Bills Receivable Book, and 

posted therefrom to the credit of the consignee’s 
personal account. The double entry is completed 
when the periodical total of the Bills Receivable 
Book is posted to the debit of the Bills Receivable 
Account. 

(b) The Cash Book (bank column) is debited with the 

full value of the bill when discounted, and the 
amount is posted to the credit of the Bills Re¬ 
ceivable Account. 

(c) The Cash Book (bank column) is credited with the 

discount on the bill and the amount is posted there¬ 
from either to the debit of the Consignment Account 
or to the debit of Bank Charges Accoimt. Strictly 
speaking, the discount is a result of the trader’s 
general financial operations, and is not a consign¬ 
ment expense. The better method, therefore, is 
to debit Bank Charges Account. 

Entries in Consignee’s Books. 

In the consignee’s books the following entries will be made :— 

(a) Upon acceptance, the bill is entered in the Bills Pay¬ 

able Book, and the amount is posted therefrom to 
the debit of the consignor’s personal account. The 
equalising credit entry forms part of the periodical 
total of the Bills Payable Book, which is posted to 
the credit of the Bills Payable Account. 

(b) Upon payment of the biU, the Cash Book (bank column) 

is credited, and the amount is posted to the debit of 
Bills Payable Account. 
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(c) When the goods are sold and a final settlement is 
made, the amount of the bill is deducted from the 
net proceeds and a remittance is sent to the consignor 
for the balance. If the bUl is paid before the goods 
are sold, interest is ordinarily charged to the con¬ 
signor, and similarly, when the goods are sold before 
the due date of the bill, interest on the proceeds 
for the intervening period is allowed by the consignee 
to the consignor. 

Account Sales. 

When the agent has disposed of the goods, he renders to the 
consignor a statement showing the gross proceeds, charges 
incurred, and also his commission. This statement is termed an 
“ Account Sales,"" and usually appears in the following form :— 

ACCOUNT SALES of 


64 Chests of Souchong Tea, ex s.s. “ Royal Oak,** at Calcntia, 

Sold at pablic sale on JuTie, 19.. 

For account of Messrs Arthur Andrews <k Co. 


. 

Particulars. 

Price. 

d. 

Amount. 

Mark. 

Prompt: 16th June, 19.. 


I i 

C 82 



i £ 8 . d.; £ 8 . d. 

/ \ 

54 Chests of Souchong Tea, 2.700 lbs. . 

12iin 

140 12 6' 



bond. 

! 1 


Discount 2J% 


o 

CO 

a\X a. 



-; 137 2 2 

Nos. 1-64. 

Less Charges:— 


j 


Landing and Cartage 


1 12 6i 


Warehousing ..... 


2 18 0 


Fire Insurance .... 


10 61 

E. & 0. E. 

Commission 6% on £140 128. 6d. 


7 0 8 




: 12 i 8 

London, 

18th June, 19.. 


1 

Morley & 

Simpson. 


!£126 0 6 


NoTE.—Altcrnativeiy, the commission may be calculated on the net selhng 
price (£137 2s. 2d.), but the basis adopted will depend upon the agreement 
between the consignor and consignee. 


The “ Prompt"" date is the date on which settlement of the 
transaction is to be effected by the buyer. The words “ in 
bond "" indicate that the goods are lying in a bonded warehouse ; 
the customs duty is therefore payable by the purchaser before 
they can be removed. 

The abbreviation “ E. & 0. E,"" meaning “ Errors and Omis¬ 
sions Excepted,"’ is invariably used on these statements, and 
also on accounts current (see jmt, page 422), with the intention 
of thereby reserving the right to amend the account if a mistake 
is subsequently discovered. It has, however, no legal signifi¬ 
cance, and the right of correction is not lost if the abbreviation 
is omitted. 


0 
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THE TREATMENT OF CONSIGNMENTS IN ACCOUNTS 

The despatch of goods on consignment is, in effect, merely 
a transfer of stock from one place to another, e.g., from the ware¬ 
house of the trader to that of an agent, the consignor bearing 
the risk of loss or damage in transit, etc. Moreover, the agent 
incurs no liability until he sells the goods, and, therefore, a 
different method of treatment from that accorded to an ordinary 
sale is required in the books of both consignor and consignee. 

The Consignor’s Books. 

Where consignments are numerous, the consignor usually 
opens special Consignment Journals and Consignment Ledgers 
in which to record these transactions, and a pro forma invoice is 
invariably despatched to the agent with instructions as to the 
minimum prices at which the consignor desires the goods to be 
sold. Strictly speaking, the goods should be charged out at 
cost price, but in practice the pro forma invoice is generally made 
out at tho approximate market values in order that the consignee 
shall not be able to calculate the profit made by the consignor. 
The entries made in the consignor’s books may be summarised 
thus :— 

1. Upon Despatch of the Consignment— 

Debit a Consignment to “ A ” Account with the cost 
price of the goods, crediting the same amount to a 
Consignment Outwards Account. 

2. Upon Drawing Bill on Consignee— 

Debit Bills Receivable Account and credit the personal 

account of the consignee. 

3 On Paying Expenses— 

Debit Consignment to “ AAccount with expenses 
paid or incurred, crediting cash or a personal account, 
as the case may demand. 

4. On Receipt op the Account Sales— 

Debit the personal account of the consignee with the 
gross proceeds, and credit t!ie Consignment to ‘‘ A 
Account. Debit the Consignment to A ’’ Account 
and credit the personal account of the consignee with 
the latter^s expenses and commission. The balance 
of the Consignment to ‘‘ A Account is in due course 
transferred to the Profit and Loss Account, while the 
balance of the Consignment Outwards Account is 
transferred to the Trading Account. 

5. Upon Payment by the Consignee— 

Debit cash or bills receivable, as the case may require, 
and credit the personal account of the consignee. 
The latter account is now closed as far as that 
particular consignment is concerned. 
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At the close of the trading period, any consignments which 
are not sold must be brought into the final accounts at cost price 
plus a proportionate part of any charges incurred by the con¬ 
signor and/or consignee in respect of the entire consignment. Thus, 
if carriage amounting to £60 has been incurred on a consignment 
of 100 tons, 25 tons of which remain unsold, then £15, i.e. Vw 
of £60, will be added to the cost of the imsold portion and 
carried forward. On the other hand, if certain expenses have 
been incurred in selling the 15 tons no portion thereof can be 
carried forward as part of the value of the unsold portion of 
the consignment. 

The Consignee’s Books. 

It has been previously explained that goods received on 
consignment by an agent for sale on behalf of the consignor do 
not, at any time, become the property of the consignee, and, 
accordingly, no entries are required in his books of account on 
receipt of such a consignment. Particulars may be recorded in 
a statistical or memorandum book for purposes of reference, 
but until some expense is incurred in respect of the consignment 
or some of the goods are sold, no ledger account is opened in 
the financial books of the consignee. 

In making such entries as are required, a separate con¬ 
signment account is sometimes opened for each consignment 
received, and when the goods are finally disposed of, the 
balance of this account is transferred to the consignor's personal 
account. 

Usually, however, the whole of the entries are passed through 
the consignor's personal account, and the procedure may be 
summarised as follows :— 

(1) If a bill of exchange drawn by the consignor is accepted, 

debit the consignor's personal account and credit 
Bills Payable Account. 

(2) Debit the personal account of the consignor with any 

expenses incurred, and credit cash, or a personal 
account, as the case may require. 

(3) When the goods are sold, debit the purchaser, or cash, 

and credit the consignor's personal account. 

(4) Debit the consignor’s personal account and credit 

Commission Account with the agreed commission in 
respect of the sale. 

(5) Debit the consignor's personal account and credit 

cash with the amount of any remittances made to 
the consignor. 

When the consignee is making up his accounts at the end of 
the trading period the balance (if any) of the consignor's personal 
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account will be included in the totals of sundry debtors or 
sundry creditors in the Balance Sheet, according to whether the 
account is in debit or credit. The balance of the Commission 
Account will, of course, be transferred to the Profit and Loss 
Account. 

Any unsold portion of the consignment must not be included 
in the consignee's stock-in-trade, since the goods do not belong to 
him. 

An example is appended, illustrating the foregoing methods 
as applied to the books of both the consignor and the consignee. 

EXAMPLE. 

EUam & Co., Ltd., of London, consigned goods to the value of £1,000 to their 
agent, A. de Lamm, in India; they paid freight, insurance, etc., £42, and they 
drew on de Larum at 90 days for £760; this bill EUam & Co., Ltd., discount 
with their bankers, the charge therefor being £10. In due course de Larum 
renders an Account Sales showing the amount for which the goods were disposed 
of as being £1,250. He deducts his commission, which is 7^%, and expenses 
£10, ard remits a draft on Lloyds Bank for the balance. Show the necessary 
ledger accounts in the books of both consignor and consignee. 


CcDs^gnor’s Books. 


l^r. CONSIGNMENT TO A. DE LARUM. Cr. 



£ 8. d. i 

£ 8. d. 

To Goods Mi Oo.tfignment 

; 1,000 0 0 ! By Gross Proceeds of 


,, Expenses . 

42 0 0 ' Consignment . 

1,250 0 0 

„ Comtignee’s Commis.sion 


and Expenses 

1 103 16 0 i 


„ Profit and Loss Account 

1 104 6 0 

I - '1 


i 

£1,250 0 0 ii 

£1,250 0 0 

1 




Dr. GOODS ON CONSIGNMENT (or CONSIGNMENT OUTV/aRDS Or. 

ACCOUNT) 


To Trading Account 

£ 8. d. 

1,000 0 0 

By A. de Larum . 

£ 8. d. 

1,000 0 0 



! 



Dr. 

BILLS RECEIVABLE. 

Cr. 

To A. de Larum 

£ «. d. ! 
760 0 0 I 

By Cash 

£ 8. d. 
760 0 0 


1 



Dr. 

INTEREST. 

Cr. 

To Bill No. 18 

£ 8. d. 
10 0 0 

By Profit and Loss Account 

£ 8. d. 
10 0 0 
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Dr. 

A. DE LARUM. 

Cr. 

To Gross Proceeds of Con¬ 
signment . 

£ B. d. 

!,250 0 0 

By Bill Receivable 
„ Commission and Ex- 
ponses . 

„ Bank 

£ 8. d. 

750 0 0 

103 16 0 
396 5 0 


£1,250 0 0 

! 

£1,260 0 0 





Dr. EXTRACT FROM CASH BOOK. , 

Cr. 

To Bill Receivable Dis¬ 
counted 

,, A. de Lamm . 

£ 8. d. 

760 0 0 ; 
396 6 0 i 

By Expenses (consign¬ 
ment to A. de 
Larum) . . : 

„ Bank Charges 

£ 8. d. 

42 0 0 

10 0 0 

Consignee’s Books. 




Dr. 

ELLAM & CO., LTD. 

Or. 

To Bill Payable 
„ Commission 
„ Sundry Expenses 
„ Cash 

£ 8. d. 

760 0 0 
93 15 0 
10 0 0 
396 6 0 

By Gross Proceeds of 
Consignment . 

£ 8. d. 

1,250 0 0 

[ 

1 


£1,250 0 0 


i £1,250 0 0 




l_ 

Dr. 

BILLS PAYABLE. 

Or. 

To Cash 

£ 8. d. 

750 0 0 

By Ellam & Co., Ltd. . 

£ 8. d. 

750 0 0 





Dr. 

COMMISSION. 

Cr. 

To Profit and Loss Account 

£ B. d. 

93 16 0 

1 By Ellam k Co., Ltd. 

£ 8. d. 
93 15 0 



1 


Dr. EXTRACT FROM CASH BOOK. 

Cr. 

To EUam k Co.» Ltd. 

£ 8. d. 

1,250 0 0 

By Ellam k Co., Ltd., 
Sundry Expenses. 

„ Ellam k Co., Ltd. . 

„ Bills Payable . 

£ s. d. 

10 0 0 
396 6 0 
760 0 0 
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Dr. 

DaU. 


ACCOUNTS CURRENT 

An account current may be defined as a statement of account, 
in debit and credit form, between two persons, in which interest 
is charged or allowed on the various transactions recorded in 
the account. It is a copy of the account, over an agreed period 
(say 3 or 6 months), of the first person named as it appears in 
the ledger of the second person. 

This class of account is largely used between merchants 
engaged in foreign trade, but is also used between agent and 
principal, consignee and consignor, banker and customer, etc. 
The account is usually in the following form :— 


Jonathan Miles, Sydney, N.S. W, London, .19 

In ACCOUNT CURRENT with 

MONKS & MARTIN. 


Interest to ^Ut December, 19.., a/ 5% p.a. Cr. 


PartlculBxs. 

Amount. 

Days. 

1! 

Particulars. 

1 

Amount. 

Days. 

Pio- 

ducts. 


£ 

8. 

d. 



£ 

s. 

a. 








ji 












ij 







E. & 0. E. 


1 



■'1 i 








The above represents a copy of the account of Miles in the 
books of Monks & Martin. 


Calculating Interest in Accounts Current. 

The balance of the account is adjusted to include interest, 
which may be calculated by any one of several methods, but the 
following is recommended as the most common and possibly the 
most simple. 


The fipoQUE Method. 

The account is set out in the ordinary form, being in effect 
merely a transcript of the account in the trader's personal ledger ; 
thus, goods sent out or payments made are debited, while goods 
or cash receipts are credited. 
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Interest is calculated from the “ zero date '' or ifoque to the 
due date of each transaction, and the ipoque must be either the 
date of the earliest transaction or a date prior to this; e.g., the 
preceding 31st December. 

Against each transaction, in the column headed “ Days,'' is 
placed the number of days between the “ zero " or epoque and 
the date of the transaction ; thus, if the “ zero " be 31st December 
and the transaction takes place on the 11th February, the number 
of days will be 42, i.e., 31 for January plus 11 for February. 
Interest is not usually charged or allowed for the day upon which 
the transaction takes place, and in calculating the number of 
days either the starting date or the date of the transduction must 
be omitted. 

The number of days having been inserted, the next step is 
to multiply the amount of each transaction (which Ls reckoned 
to the nearest £) by the number of days determined as indicated 
above, the result being extended into the column headed “ Pro¬ 
ducts." Interest on the balance of the money columns must also 
be induded for the whole period of the account, and is calculated 
in the same way. Thus, if the account is balanced on 30th 
June and “ zero " is the previous 31st December, 181 days' interest 
must be charged, while if 1st January is “ zero," 180 days only 
will be charged. In order to avoid the omission of one day's 
interest in accounts current it is advisable to make the date of 
the balance brought down the same as the date of the balance 
carried down. 

The products, on each side, are then totalled, and the balance 
is inserted in the normal manner. This balance of products is 
then converted to pounds, shillings, and pence by using the 
formula:— 

Balance of Products x Agreed Rate of Interest 
36^00; 

The amount in £ s. d. is inserted in the money column on 
the same side of the account as the product balance appears; 
and the account is finally balanced ofi. 

Although the foregoing may seem somewhat perplexing to 
the reader who has had little practical experience of accounts 
current, such accounts are by no means difficult to master, and 
the following example, if studied in the light of the above exposi¬ 
tion, should render the method perfectly clear:— 

EXAMPLE. 

Messrs Loraine & Co., Ltd., of London, ship to Horace Pailthorpe of Smyrna, 
on the undermentioned dates, goods to the values indicated:— 

9th January, £876 11s. 4d.; 18th February, £1,771 4s. Od.; 

17th April, 774 lOs. Id.; 23rd April, 654 178. 2d.; 

30th April, 153 9s. lid.; 10th May, 927 158. 4d. 
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They receive cash on account thereof as follows:— 

17th January, £821 19s. Od.; 16th February, £1,620 Ob. Od.; 

19th March, 850 8s. Od.; 26th April, 600 Os. Od.; 

3rd May, 160 Os. Od.; 12th May, 1,000 Ob. Od. 

It is an-anged that an Account Current shall be submitted by the shippers 

on the 30th June, interest being calculated at 6% per annum ; you are required 
to draft this account. 


London, 

Mr H, PaiUhorpe, Smyrna, ^Oth June, 19.. 

In ACCOUNT CURRENT with 

LORAINE & CO., LTD. 

Dr, Interest to 30/A June, 19.., at 67o annum. Or, 


19.. 1 

! 

* 

8. 

d. 

Days. 

Pro¬ 

ducts. 

19.. 

£ 

8. 

d. 

Days. 

Pro 

ducts. 

Jan. 9 

To Goods 

1 876 

11 

4 

9 

7,893 1 

Jai). 17 

By Cash . 

821 

19 

0 

17 

13,974 

Keb, m 


n 

1 1,771 

4 

0 

49 

86,779 ; 

Feb. 15 

»» »» • 

1,620 

0 

0 

46 

74,62v 

Apr. 17 



) 774 

10 

1 

107 

82,925 : 

Mar. 19 


860 

8 

0 

78 

66,300 

„ 23 


>» 

1 664 

17 

2 

113 

74,015 

Apr. 26 

»» ♦♦ • • 

600 

0 

0 

116 

69,000 

9. 30 


M 

1 163 

9 

11 

120 

18,360 i 

May 3 

)» *♦ • • 

160 

0 

0 

123 

18,46(' 

May IC 


3a',uice of 

i 997 

16 

4 

130 

120,640 

« 12 

*» n • 

1,000 

0 

0 

132 

132,00( 

June 30 


1 





June 30 

„ Balance of 









il ! 




4,628 i 


Principal, 









' ] 

1 



i 1 


(£116 08. lOd.) 




181 

20,996 


„ 

lUVtT eit 

'1 

ii 

il' 

8 


i 

« 30 

„ Balance c/d. 

116 

13 

6 



1 



■£5,16^ 

Ol 

6 


'396,240 ! 


1 

1 

£5,169 i 

0 

6 


* 396,240 


Tl 



13 

! 6 




I 

1 





June so j 

y. 

4 0. F. j 

!' 1161 






' .. . . ! 

!_1 


L.. 




Noras.—The epoque or “ zero ” date is 31st December. 

The amoant of interest is arrived at as follows 


Interest in Red. 

Another method of dealing with accounts current is to take 
as the “ zero date ” the day on which the account is made up, 
the interest in this case falling on the opposite side to that of the 
balance of products. Further, it is a common practice for ship¬ 
ments made during one month to be charged up, not as on the date 
of shipment, but as on the 15th (say) of the following month. 

It will, therefore, occasionally happen that an item is included 
in the account which, at the date of closing, is not actually “ due '' 
—e.g., goods shipped on the 11th December are charged for as 
from the 15th January, while the “ zero date, or date of closing, 
is the preceding 31st December. 

Instead of interest being charged for the 15 days (31st December 
to 15th January) it is obviously equitable that interest should 
be allowed ; and although the product must be entered, with 
the item to which it relates, on the debit side of the account, it 
must be kept distinctive. For this reason it is entered in red 
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ink, and is not added with the other products, but is inserted, as 
“ Interest in Redin black ink in the products column on the 
other side of the account, and there added with the other products. 

‘‘ Red ink interest ’’ may be explained as interest for amounts 
not yet due, and in respect of which credit must be given. It is 
entered in red ink in an account current, but is not added in with 
the interest items appearing in the same column. It is carried to 
the other side of the account, and is included in the sum of the 
interest there.*’ 

It will be seen that interest in red can never appear in an 
account current drawn up by the method described fully on the 
previous pages, provided the “ zero date ” be as early as, or 
earlier than, the date of the earliest transaction, so both for this 
and other reasons the method illustrated in the example should 
always be used, and the needless complication of red interest 
entirely avoided. 

Should the account contain only a few transactions a simple 
method is to calculate the actual interest on each item from the 
due date of the transaction to the end of the period of the account. 
The interest is inserted in special columns and the totals inserted in 
the principal columns before making up the account. Obviously 
this would be a very tedious method where the transactions are 
numerous and it should, therefore, be avoided in such cases. 

AVERAGE DUE DATE 

The average due date is the mean or equated date upon 
which a single total payment may be equitably made in lieu of 
several payments on different dates. The method adopted to 
ascertain the average due date is as follows :— 

(1) Fix a convenient zero date (usually the due date 

of the first transaction). 

(2) Multiply each amount to the nearest pound by the 

number of days from the zero date to the due date. 

(3) Divide the total of these products by the total of the 

amounts. 

The result gives the number of days from the zero date, 
and thus fixes the average due date. 

This method is convenient for calculating interest on partners’ 
drawings. 

EXAMPLE. 

Payments are due as follows 

£200 on 18th January; 

£300 on 12th February, and 

£400 on 16th March. 

What is the average due date T 


0* 
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Date, 

Amount. 

Days from 
iSth Jan. 

Products. 

Jan. 18 

£200 

0 


Feb. 12 

300 

25 

7,600 

Mar. 16 

400 

57 

22,800 


£900 


30,300 


No. of days =-^^^=333 days, say 34 days, 
yuu 

Avebaqe Due Date “34 days from 18th January =21st February 

Sometimes it is more convenient to take, say, the 1st January 
as zero date ; the above example would then be worked as 
follows :— 


Date. 

AmcmrU. 

Days from 
l«i Jan. 

Products, 

Jan. 18 

£200 

17 

3,400 

Feb. 12 

300 

42 

12,600 

Mar. 16 

400 

74 

29,600 


£900 


45,600 


No. of days = = 50|| days, say 61 days, 

yuo 

AVEiaAGE Due Date— 51 days from Ist January =2l8t February. 


JOINT VENTURES 

h'r^quently two persons agree to join together in some 
speculation or adventure in which their individual business 
capabilities and trading interests may be profitably combined. 
Such an arrangement is not a partnership in the strict sense of 
the word, and the joint relationship is usually confined to one 
particular transaction, although several similar transactions 
may be entered into by the parties. Each transaction, however, 
is usually a separate venture, and each person contributes goods 
or money as may be arranged, the resultant profits or losses 
being shared in the proportions agreed upon. Thus a joint venture 
may be regarded as a partnership for one transaction only. 

The venture may take the form of the development and 
exploitation of a patent, one person contributing goods and 
services while another contributes capital for expenses and 
experiments. But more usually the venture consists of some 
trading transaction—e.g,, buying a consignment of goods—or 
a speculative transaction in stocks and shares. 

The simplest method to adopt for recording the transactions 
is for each person to open a “ Joint Venture ” Account in his 
ledger, which is debited with that person's expenditure and 
credited with his receipts on joint account. In effect, therefore, 
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the individual Joint Venture Accounts are treated as though 
they were ordinary personal accounts. 

When the transaction is fully completed, each party transmits 
to the other particulars of his disbursements and receipts, and 
a combined Memorandum statement is prepared showing the 
complete details of the transaction with the resultant profit or 
loss. Each party then debits the Joint Venture Account in his 
own ledger with his share of the profit or credits it with his 
proportion of the loss, and the balance of this account will 
represent the amount he has to receive from or to pay to the 
other party. Obviously, the balances of the Joint Venture 
Account in the two persons' books will be the same amount, 
but one will be a debit balance while the other will be a credit 
balance. The accounts will be closed by the receipt or payment 
of this amount. 


EXAMPLE. 

On 1st January, Peter George of Birmingham and Henry Oldcroft of Paris 
enter into a joint venture for the sale of a shipment of goods, profits and losses 
being shared equally between them. On 2nd February, George paid £1,000 
for the goods, and in addition. Freight, £40 ; Railway Charges, £20 ; and Sundry 
Expenses, £25. 

Oldcroft made the following payments on account of the joint venture : 6th 
March, Government Duty, £40 lOs.; 7th April, Warehouse Charges, etc., £14 10s.; 
9th May, Postages and Sundries, £5 10s. 

On lOtli May Oldcroft sold the whole of the shipment for £1,440. 

Prepare statement showing the result of the combined transactions and 
also the ledger accounts in each person s books, assuming the final settlement 
between the venturers was completed on lOth May. 


[MEMORANDUM] JOINT VENTURE ACCOUNT. 


Dr, 

Peter George of Birmingham and Henry Oidcroft of Paris. Or. 

19.. 


£ 8. d. I 

19.. i 

i 

I £ 8. d. 

Feb. 2 

To Cost of Goods 

1,000 0 0 I 

! M-y 10 ; 

By Sales. . . 1,440 0 0 

f» >» 

„ Freight on Goods . 

40 0 0 

; 1 

i 


„ Railway Charges on 


i 

i 


Goods 

20 0 0 


j 

»» ♦> 1 

„ Sundry Expenses . 

26 0 0 

i 

' 

Mar. 6 i 

„ Government Duty. 

40 10 0 


' 1 

Apl. 7 i 

„ Warehouse Charges 

14 10 0 


t j 

May 9 

„ Postages and 





i Sundries . 

6 10 0 

! 

1 1 

» 10 

„ Balance, being Net 


:1 

i i 


Profit, cjd. 

294 10 0 

1 

! 

1 

1 



£1,440 0 0 


1 £1.440 0 0 

May 10 

To P. George, one-half 

i 

1 

i i 


share 

1 147 5 0 

1 May 10 

By Net Profit, bjd, . 294 10 0 

M 10 

„ H. Oldcroft, 

i 




one-half share . 

i 147 5 0 i 

1 ' 





£294 10 q 1 

i 

£294 10 0 
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In George's Books. 


i>r. JOINT VENTURE WITH H. OLDCROFT. Or, 


19.. 



i 

£ s. d. i 

19.. 



£ 8. d. 

Feb. 2 

To Goods . 


1,000 0 0 1 

May 10 

By Balance, 

c/d. 

1,232 6 0 


„ Freight 


40 0 0 i 





yf 

„ Railway 








Charges 


20 0 0 ! 





tf i* 

„ Sundry Ex- 


1 






penses 


26 0 0 ' 





May 10 

„ Profit and Loss 








Account . 


147 6 0 ! 








£1,232 6 0 ! 




£1,232 6 0 

May 10 

To Balance 

b(d. 

1 

1,232 6 0 1 

May 10 

By Cash (Oldcroft) 


1,232 6 0 


In Olderoft's Books. 

Dr, JOINT VENTURE WITH P. GEORGE. Cr. 


1 

19.. 1 


£ 8. d. 

19.. 


1 £ s. d 

Mar. 6 1 To Government 



May 10 

By proceeds of 

1 

! Duty 


40 10 0 


Sales . 

! 1,440 0 0 

Apl. 7 i Warehouse 





1 

Charges 


14 10 0 




May 9: .> Postages and 





i 

Sundries . 


6 10 0 



1 

„ 10 j „ Profit and Lose 






Account . 

1 

147 6 0 




„ 10 I ,, Balance 

1 

1,232 6 0 


1 




£1,440 0 0 



i£l,440 0 0 

j 

May 10 1 To Cash (George) 


1,232 5 0 

May 10 

i 

1 

By Balance . ' 

1 

bid. 1,232 6 0 


In some cases it is agreed that interest shall be charged or 
allowed on each party's receipts and expenditure, in which case 
the procedure outlined for the treatment of interest on accounts 
current will apply. 

If accounts are prepared before the completion of the trans¬ 
action the value of any unsold stock must be brought down as a 
debit balance on the account of the venturer holding such stock 
and also on the joint (memorandum) account. 

If one of the venturers takes over part of the assets of the 
joint venture at an agreed price, his account will be credited 
therewith and a corresponding entry made in the memorandum 
account. 

Where the venture is continued over a period, and involves 
many transactions, it is usual to open a complete set of books for 
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the venture. The personal accounts kept therein for each of the 
venturers will then partake of the nature of capital accounts, 
being credited with assets introduced and profits made, and 
debited with assets withdrawn and losses sustained. Similarly, 
a separate set of books should be opened when a joint banking 
account is used in connection with the receipts and payments of 
the venture. 


EXAMPLE. 

H. Gee and D. Greenwood enter into a joint venture to buy and sell goods, 
agreeing to share profits and losses in the ratio 2:1. A set of books is opened 
for the venture, and on 1st January a joint Bank Account is opened, £1,000 
being contributed by Gee and £600 by Greenwood. 


The following transactions took place:— 

Jan. 3. Purchase of Goods for cash . 

£ 

. 1,200 

„ 4. Paid Warehouse Charges 

60 

„ 4. Paid Freight and Insurance . 

80 

„ 26. Sold Goods for cash 

. 1,800 

„ 31. Paid Gee—Drawings . 

. 100 

„ Greenwood—Drawings 

50 

* Feb. 2, Purchased Goods for cash 

. 900 

„ 2. Paid Carriage and Expenses . 

80 

„ 16. Sold Goods for cash 

. 850 


The books were balanced off on 28th February, when Stock on Hand was 
valued at £260, of which £110 was taken over by Gee. 

Show the entries in the Cash, Joint Venture and Capital Accounts required to 
record the above. 


Dr, JOINT VENTURE ACCOUNT. Cr. 


19.. 



£ i 

19.. 


' 

£ 

Feb. 28 

To Purchases 


2,100 

Feb. 28 i By Sales 


2,650 


„ Warehouse charges. 


60 : 


! „ Gee—Stock taken 




„ Freight and expenses 


160 ; 


over . 


110 


„ Balance—Profit— 


1 ; 


„ Stock on Hand 

rid. 

150 


Geo, two-thirds . 


400 !| 






Greenwood, one- 








third 


200 j: 








£2,910 I 




£2,910 

Fob. 28 

_ 

To Halance 

bid. 

!■ 

150 ! 





Dr, 


GEE 

CAPITAL ACCOUNT. 

Cr, 

19.. 


1 1 

£ 

19.. 


£ 

Jan. 31 

To Cash 


100 ' 

Jan. 1 

By Cash . 

1,000 

Feb.28 

„ Stock taken over . 


110 ; 

Feb.28 

„ Profit . 

400 


„ Balance 

c/d. 

1.190 j; 







£1,400 ij 




£1,400 



i 

ii 

Ij 

Feb. 28 

By Balance 

bid. 

1,190 
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Dr, GREENWOOD, CAPITAL ACCOUNT. Cr. 


i 

19.. i 

! 

£ i 

19.. i 

1 


i 

£ 

Jan. 31 ; To Cash 


50 i 

Jan. 1 

By Cash 


600 

Feb. 28 „ Balance 

. i cjd. 

650 ; 

Feb.28 

„ Profit . 


200 

' 

j 

£700 1 




£700 



i 

Feb.28 

By Balance 

bld.\ 

660 


Dr, BANK ACCOUNT. Or, 


19.. 

£ 

1 19.. 



£ 

Jan. 1 To Gee 


1,000 

! Jan. 3 

By Goods . 


1,200 

„ 1 „ Greenwood 


500 

1 »» 4 

„ Warehouse charges 


60 

„ 26 j „ Sales 


1,800 

» 4 

„ Freiglit and In- 



Feb. 15. 


850 


surance 


80 




» 31 

„ Gee—Drawings 


100 





„ Greenwood „ 


60 

' 



Feb. 2 

„ Goods . 


900 




» 2 

„ Carriage and ex¬ 



i 




penses 


80 


i 


» 28 i 

„ Balance 

cjd. 

1,690 

1 

1 

‘ £4,150 




£4,150 

Feb. 28 'Uo B dance 

hid. 

1,690 






Note.—I n their own books, the Joint Venture Accounts of Gee and Grcen- 
W(,od would be exactly opposite to their capital accounts in the books of the 
venture. Thus, in Gee’s books a “Joint Venture with Greenwood Account” 
would be opened, which would be the converse of the “ Gee—Capital Account ” 
in the Joint Venture books. 


EXERCISE 10. 

A. What is an Account Sales ? In what particulars (if any) does it differ 
from a Consignment Account ? 

On 16th October, Kenwood Bros., of London, shipped to Alden & Sons, of 
Durban, 60 cases of mixed Sheffield goods. These goods were invoiced pro 
forma at £32 lOs. per case. 

The London payments in connection with this coasignment were: In¬ 
surance, £10 12s.; freight, £64 12s.; sundry charges, £3 16s. 

The payments made by Alden & Sons, in South Africa, were : Storage, 
£16 12s.; landing charges, £6 10s.; iimurance, £2 lls. 

On 16th December, Alden & Soiis sold 30 crises of goods at £46 per case, 
on 17th December 26 cases at £60 per i;ase, and on 19th December the balance 
^ of'the coasignment at £61 per case. AU the above sales were effected for prompt 
"^ash. A commission is payable to Alden & Sons of 2% on all sales plus 1J% 

credere commission. 

'' - ^On Ist November, Kenwood Bros, drew a bill on Alden & Sons for £1,000. 
This^draft was duly accepted. 

Prepare an Account Sales showing the result of the above consignment, and 
show how the transactions would appear in the books of Kenwood Bros. 
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B. B. Ison, of London, purchased 160 chests of tea at £4 10a. per chest. 
On 1st July, he sent the tea to Kulmon & Co., of Amsterdam, with a note that 
he desired, if possible, to obtain £6 per chest for the tea. 

The goods were sold by Kulmon & Co., on 31st July, at £5 19s. per chest, 
the charges being; Dock charges, £6 4s.; storage, insurance, etc., £3 17s. 6d.; 
carriage from docks, £4 128. Kulmon & Co. are entitled to 2J% commission 
and 1% del credere. 

Prepare the Invoice sent by Ison to Kulmon & Co., and the Account Sales 
sent by the latter firm to Ison. 


C. E. F. of London and G. H. of Port Elizabeth agree to combine in a joint 
shipment of South African goods to the former from the latter. 

It is agreed between the parties that G. H. is to draw a sight draft on E. F. 
for 75% of the coat price of the goods on the day of shipment. 

Assume that there are no expenses in South Africa, and prepare a pro forma 
Account Sales, as rendered by E. F. 


D. Messrs S. Pugh & Co. of Cardiff consign goods to the cost amount of 
£1,600 to their agent, H. Fairfield, Hong-Kong, on which they pay freight, 
insurance and charges £66, drawing on him at 90 days for £1,300. They 
discount the bill at Lloyds Bank, being charged £15 therefor. They receive 
Account Sales of the corisignment for £1,729, less agent’s commission, etc., 
£71, and a draft on the Bank of Hong-Kong for the balance. 

Make the entries necessary to record the above transactions in the books of 
Messrs S. Pugh & Co. 


E. D. Duncan, of Glasgow, and 0. Samos, of Larissa, trade in conjunction 
by means of joint consignments. Profits or losses (including cost of discounting 
bills) are shared equally. Duncan purchases in the United Kingdom and Samos 
in the Balkans. In both cases, sight bills are drawn for the invoice price of 
goods purchased. Disbureeraents are to be settled as and when the accounts 
of each venture are prepared. 

On 1st March, Duncan purchased, for cash, hardware goods to the value of 
£2,383 lOs. 8d., and paid freight and shipping charges, £324 158. 2d., ic nurance, 
£28 lOs. 2d., packing and sundries, £10 Ss. 4d. On the same date he drew upon 
Samos and discount^ the bill for £2,360 4s, Id. These goods having arrived, 
Samos disposed of them on 12th April, for cash, £3,384 78. 9d., and incurred 
the following expenses: Dock dues and landing charges, £28 Is. 2d., duty and 
other expenses, £341 7s. 2d. On the same day he honoured Duncan’s draft. 

Prepare a statement showing the result of the consignment, and give the 
entries which would apj)ear in Duncan’s books. 


F. Havard Bros, shipped goods to John Silver, their agent at Cape Town, 
on Ist September, and sent therewith a pro forma invoice for £678 (goods £500, 
freight £60, and insurance, £18). On 28th October, Silver sent an Accoimt 
Sales, from which it appeared that a portion of the goods had realised £460; 
and, deducting expenses, £10, and commission, £26, he enclosed a draft at three 
months for the balance The stock remaining unsold amounted, at invoice 
prices, plus expenses, to £280. On 2nd November he sent another Account- 
Sales, which showed that the balance of the consignment had realised £320; 
which, less £8 expenses and £10 commission, he remitted by a three months’ 
draft. 

Show how the above transactions should appear in the books of Havard Broa 
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6. The undermentioned transactions took place between Durham & Co., 
of Birmingham, and Cook & Co,, of Sydney:— 

1940 £ 

Deo. 31. Balance owing by Cook & Co. to Durham & Co. 

at this date.500 

1941 

Jan. 7. Durham & Co. shipped goods to Cook & Co. . 300 

April 10. Biink draft received this day by Durham & Co. 

from Cook & Co.600 

April 15. Durham & Co. paid on behalf of Cook & Co.:— 

Charges Orient Mail S.S. Co. ... 50 

London Packing Co., Ltd.100 

Prepare the Account CHirrent, bearing interest at 5%, to be rendered by 
Durham & Co. to Cook & Co., as on 30th April, 1941. 


H. Prepare from the following details an account current to be rendered to 
a customer. A ships to B on two months* terms from date of invoice (interest 
at 6% per annum account current) the following goods viz.: 2nd Jan., 1940, 
£140; 18th March, £312; 4th June, £286; 23rd Sept., £98; 6th Nov., £176. 
Payment is made by JB as follows: 20th Feb., 1940, £100; 5th May, £76; 
31st July, £200; 3rd Oct., £350; and the balance on 2nd Jan., 1941. (Ignore 
the fact that 1940 was a leap year.) 


V/hc* is faeant by a consignor “drawing a bill on his consignee against 
the gt .’ds consigned ’* ? Show how such a bill is dealt with in the consignor’s 
books 


J, Explain tne entries made by a consignor in his books:— 

fa) On forwarding a consignment for sale. 

(6) On receipt of the Account Sales. 

(c) On receiving the net proceeds. 


K. A partner has withdrawn, on account of profits for half-year ended 
31st December, the undermentioned amounts :— 

18th July.£500 

12th August.600 

16th Novemlx'r.800 

Find the average date, and calculate the interest at 6%. 


L. What is the average due date of the following instalments payable under 
a contract ? 

16th March.£2,800 

15th April.4,200 

15th May.1,400 

Draw a bill to meet the £8,400, with interest thereon, at 90 days from the 
average due date. Interest may be taken at 4d. per £100 per day. 





CHAPTER XI 


SELF-BALANCING LEDGERS; DEPARTMENTAL ACCOUNTS ; 
TABULAR BOOK-KEEPING 


It has already been explained in Chapter IV. that the ledger 
is customarily divided into separate books, each recording a 
particular class of transaction. Thus, separate ledgers may be 
devoted to Sales, Purchases, Nominal Accounts, Real Accounts 
and Private Accounts respectively ; whilst in the case of businesses 
of any magnitude there will be several purchases and sales ledgers 
subdivided in the way found most convenient for each particular 
busipess. 

The invariable result of double-entry book-keeping is that 
“ the sum of the debits equals the sum of the credits,*' and this 
applies quite irrespective of the number of ledgers that may be 
employed. The whole of the debit balances in the various ledgers 
must necessarily equal the whole of the credit balances, and a 
Trial Balance of the coinjilete set of books should give an exact 
agreement of the debit and credit totals, and thus prove the 
arithmetical accuracy of the ledgers. 

When the system adopted involves the balancing of the 
ledgersas a whole and the Trial Balance disagrees,it indicates that 
one or more errors exist in the ledgers ; but it gives no indication 
as to the nature of the mistake, nor does it enable one to determine 
which ledger is affected. In such circumstances, the discovery and 
rectification of the error sometimes involves considerable labour, 
frequently delaying the preparation of the final accounts and 
temporarily dislocating the ordinary routine work of the account¬ 
ing department. 

Advantages of Self-Balancing Ledgers. 

It is, therefore, a desirable and convenient practice to adopt 
a system by means of which each ledger can be balanced inde¬ 
pendently of the other ledgers. The advantages of this separate 
balancing are fourfold, viz. :— 

(1) As errors are localised, delay in balancing is minimised, 

thereby saving time, money, and labour. 

(2) A complete Trial Balance may be compiled before the 

individual personal ledger balances are abstracted, 

433 
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thus facilitating the preparation of both interim 
accounts and draft final accounts. 

(3) Where the “ Adjustment'' or “ Control" Accounts 

for the personal ledgers are kept under the sole 
control of the chief accountant, the result is a more 
effective supervision of, and internal check upon, 
the work of the ledger clerks. 

(4) Where it is not desired to reveal the contents of the 

Private Ledger to the clerical staff the balances on this 
ledger can be incorporated in total in the Trial 
Balance. 

Moreover, the sales and purchases ledgers should be 
balanced at frequent intervals, e.g., of one month, so that 
any mistakes may be quickly rectified, but it is not essential 
that the other ledgers should be balanced so frequently. 
Hence arrangements must be made for the former to be 
balanced irdependently, without the necessity of balancing 
the whole of the ledger accounts of the business; and although 
the self-balancing principle can be used in connection with any 
ledger, it is in practice applied most frequently to the sales and 
pure bases ledgers. 

The Principles of the System. 

1'^ the opinion of many accountants the basic i>rinciple of a 
“ self-balancing ledger is that the book must contain, witliin 
its two covers, a record of the twofold aspect of all the trans¬ 
actions with which it deals, i.e., that the double entry has been 
completed within the ledger itself. One method by which this is 
effected is by means of an Adjustment Account (sometimes termed 
a ‘‘ Total ” or Control ” Account), which is kept at the end of 
the ledger and contains a summary of the totals of each class of 
transaction debited or credited in detail to the individual personal 
accounts in the ledger concerned. When, however, such a plan is 
adopted it is necessary also to keep an adjustment or control 
account containing the same entries in the general ledger. The 
writer shares the opinion of many other accountants that this 
method involves an unnecessary duplication of work with no 
compensating advantages, and considers that it is sufficient if 
the adjustment accounts appear only in the general ledger, 
under such titles as “ Sales Ledger Adjustment Account,'' “ Pur¬ 
chases Ledger Adjustment Account," etc. In this way an 
excellent check is provided upon the work of the ledger clerks, 
and the key to the whole ledger system is held by the person 
in charge of the general ledger—usually the accountant or 
some other responsible official. It is, however, proposed to 
explain the former system in some detail, as it is still the custom 
in many businesses to keep the adjustment accounts at the 
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back of each ledger, because such accounts provide a useful 
memorandum for the ledger clerks in balancing their ledgers, 
but the explanation should be read in conjunction with the 
foregoing remarks. 

As has been previously stated, the adjustment account 
contains a summary of the transactions relating to one particular 
ledger or class of accounts. For example, the transactions 
recorded in the personal accounts of a sales ledger comprise :— 

1. Debits for (a) Goods sold. 

(b) Interest charges. 

(c) Dishonoured cheques. 

(d) Dishonoured and renewed bills. 

(e) Payments to debtors for claims, etc. 

(/) Other charges (if any). 

2. Credits for (a) Returns inwards. 

(6) Cash received. 

(c) Di^c^jiRts aUpwei 

(d) Bills received. 

(e) Allowances and bad debts. 

(/) Other credits (if any). 

The whole of these particulars are recorded in the adjust¬ 
ment account in a summarised form, i.e., in one total for each 
class of transaction. In order to give effect to the fundamental 
principle that “ every debit requires a credit/' the adjustment 
accounts in the personal ledgers are credited in total for the various 
individual debits to the personal accounts, and, similarly, the 
adjustment accounts are debited in total for the various individual 
credits, as shown in the following example of an adju'^cment 
account in the sales ledger. 


Sales Ledger. 

Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT. Or. 


19.. 



£ 8. d. ii 19.. 



£ s. d. 

Jan. 31 

To Cash . 


10,216 4 7 

Dec. 31 

By Balance 

bid. 

7,621 4 0 

„ 31 

„ Discounts . 


310 2 6 

Jan.31 

„ Sales . 


12,424 9 6 

„ 31 

„ Bills Receiv- 



„ 31 

„ Bill Receiv- 




able 


1,266 10 0 


able Dis- 



„ 31 

„ Returns In- 




honoured 


260 0 0 


wards 


320 6 6 1 

31 

„ Interest 



.. 31 

„ Bad Debts . 


651 16 6 


Charges . 


12 10 6 

.. 31 

„ Balance 

c/d. 

7,644 6 11 








£20,308 4 0 




£20,308 4 0 





Jan. 31 

By Balance 

bid. 

7,644 5 11 
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If the postings to the General Ledger Adjustment Account 
have been correctly made and if all detailed postings to the 
individual Sales Ledger accounts have been correctly made 
during the month, the balance on the General Ledger Adjustment 
Account should equal the total of the balances in the Sales 
Ledger. If it does not, then some or all of the following errors 
have been made :— 

(i) One or more items in the Sales Ledger have been 

incorrectly posted from the book of original entry; or 

(ii) An error has been made in extracting one or more of 

the balances in the Sales Ledger ; or 

(iii) An error has been made in posting one of the items in 

the General Ledger Adjustment Account (e.g., as 

the result of an error in adding up the Sales Day 

Book) ; or 

(iv) An error has been made in casting one or more of the 

Sales Ledger accounts. 

Disagreement thus indicates that the error has occurred 
some where in connection with the Sales Ledger, and the scope of 
the work involved in finding it is narrowed down considerably. 
Whe. 'e several Sales Ledgers are used and each is made self- 
baiae^uag, any errors which may have been made are definitely 
iocalisi.'d, and the clerks have to search only in that ledger which 
faiu to balance, instead of having to go through them all. 

yhf foregoing adjustment account is repeated, with the sides 
reversed, in tde general or nominal ledger, and the effect of this 
repetition is to equalise or compensate the entries in the two 
adjustment accounts. In the general ledger the Sales Ledger 
Adjustment Account, which corresponds to the adjustment 
account shown on page 435, wiU appear as follows :— 


General Ledger. 

Dr. SALES LEDGER ADJUSTMENT ACCOUNT. Cr. 


19.. 


1 

£ 8. d. 

19.. 



£ 8. d. 

Dec. 31 

To Balance 

\bld. 

7,621 4 0 

Jan. 31 

B v Cash . 


10,216 4 7 

Jan. 31 

„ Sales . 

1 

12,424 9 6 

„ 31 

„ Discounts . 


310 2 6 

» 31 i 

j „ Bill Reoeiv- 

! 


„ 31 

„ Bills Receiv- 




able Dis- 




able 


1,266 10 0 


honoured 


260 0 0 

» 31 

„ Returns In- 



„ 31 

! „ Interest 


i 

I 


wards 


320 6 6 


Charges . 


12 10 6 1 

„ 31 

„ Bad Debts . 


661 16 6 



i 

j 

1 ” 

„ Balance 

cjd. 

7,644 6 11 




£20,308 4 0 




£20,308 4 0 

Jan. 31 

To Balance 

1 

bid. 

_1 

7,644 6 11 






In the last form the adjustment account is most appropriately 
termed a ‘‘ Total Debtors Account,"' and in this summarised 
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form it provides useful information as to the totals of the various 
classes of transactions affecting debtors. For instance, com¬ 
parison of these totals for successive periods will indicate, to 
some extent, the progress or otherwise of the business. 

In practice it often occurs that a few credit balances for 
allowances or returns exist in the sales ledger, and in such a 
case separate balances should be carried down on the Adjustment 
Account in respect of the total debit balances and the total 
credit balances. 

Where there are debit and credit balances in both the sales 
and purchases ledgers, the details should be shown as follows in 
the Balance Sheet prepared for the internal use of the firm, 
although they would not appear in the published accounts :— 


UabUities. j Assels. 

£ 8. d. £ 8. d.|i £ 8. d. 

Sundry Creditors— Ij Sundry Debtors— 

Purchasee Ledger . 6,420 10 6 |i Sales Ledger. . 7,458 10 0 

Sales Ledger . . 66 14 0 |j Purchases Ledger . 26 6 0 


£ 8. d. 

7,484 16 0 


The adjustment accounts for the purchases ledgers are pre¬ 
pared in a similar manner to those for the sales ledgers, the totals 
only of the various classes of transactions being recorded in 
these accounts, and, as in the case of the sales transactions, 
the Purchases Ledger Adjustment Account appearing in the 
general ledger is a copy (with the sides reversed) of the General 
Ledger Adjustment Account in the purchases ledger. The balance 
of the adjustment account shows the total amount owing to 
various creditors at the date the account is balanced. As in 
the case of the Sales Ledger Adjustment Account, the tota^ debit 
balances and total credit balances should be carried do^vn separ¬ 
ately, in order that these totals may agree with the totals of 
the individual debit and credit balances in the ledgers. 

Examples of adjustment accouiits used in conjunction with 
the purchases ledger are appended. 


In the Purchases Ledger. 

Dr, GENERAL LEDGER ADJUSTMENT ACCOUNT. Cr. 


19.. 
Dec. 31 
Jan. 31 

To Balance 
„ Purchases . 

6/d. 

£ 8. d. 

6,982 10 6 
9,266 8 6 

19.. 
Jan. 31 
,, 31 
„ 31 
31 
31 

By Retums 
„ Cash . 

„ Discount 
„ Bills Payable 
„ Balance 

c/d. 

£ 8. d. 

606 10 0 
7,102 6 6 
364 16 0 
2,426 16 6 
6,848 12 0 




£16,238 19 0 



i 

£16^8 19^ 

Jan. 31 

To Balance 

6/d. 

6,848 12 0 
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In the General Ledger. 

Dr. PURCHASES LEDGER ADJUSTMENT ACCOUNT. Or. 


19.. 


1 f 

S. 

d. 

Jan. 31 

To Returns 

i 606 

10 

0 

„ 31 

„ Cash . 

: 7,102 

5 

6 

31 

„ Discount 

; 354 

16 

0 

31 

„ Bills Payable 

1 2,426 

15 

6 

31 

„ Balance 

c/J. 1 6.848 

12 

0 



1 ; £16,238 

19 

0 


19.. 



£ 8. d. 

Dec. 31 

By Balance 

6 /d. 

6,082 10 6 

Jan. 31 

„ Purchases . 


9,266 8 6 




£16,238 19 0 

Jan. 31 

By Balance 

6 /rf. 

5,848 12 0 


The Preparation of the Adjustment Accounts. 

At first s'ght the duplication of the adjustment accounts in 
contra form in the different ledgers is apt to appear confusing 
to students new to the subject, but it is nevertheless essential 
that this metiiod of applying the self-balancing principle should 
be thoroughly understood, as it is one which frequently forms 
the bnsia uf an examination question. The books should be 
looked at from the point of view that the sales and purchases 
ledgers are each in charge of a different person, and that each 
persoii is required to balance his own ledger without reference 
to the other ledgers. At the same time the person in charge 
of the general ledger must have in his own book the requisite 
material to strike his balance independently. 


It may, therefore, be advantageous to show :— 

(1) How these adjustment accounts are prepared ; 

(2) How the entries in the various books are dealt with; 

and 

(3) How the double-entry principle is maintained 

throughout. 

The following summaries in columnar form indicate how 
the individual items and the totals are dealt with in the personal 
ledgers, and also how the totals are recorded in the general 
ledger:— 
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SALES LEDGER. 


Books of Fiest Entry. 


Sales Day Book. 

Journal Debits (for in¬ 
terest charges, etc.). 
Cash Book Credits (if 
any). 


Sales Returns Book. 
Bills Receivable Book. 
Cash Book Debits. 
Journal Credits (for 
allowances, etc.). 


Individual items are 
posted to the debit of 
the personal account 
and totals to the 
credit of the General 


GENERAL LEDGER. 


The totals, in each 
instance, are debited to 
the Sales Ledger Ad¬ 
justment Account; the 
equalising credits ap- 


Ledger Adjustment 
Account. 


Individual items are 
posted to the credit of 
the personal account 
» and the totals to the 
debit of the General 
Ledger Adjustment 
^ Account. 


Account and other 
nominal accounts. 


The totals, in each 
instance, are credited 
to the Sales Ledger Ad¬ 
justment Account; the 
equalising debits ap¬ 
pearing in the respec¬ 
tive nominal accounts. 


Cash Book Credits will represent payments to debtors for allowances made 
or for goods returned. There are comparatively few entries of this nature. 
Dishonoured cheques and bills will also appear on credit side of Cash Book. 


Books of First Entry. 


Purchases Book. 

Journal Credits (for 
interest charges, etc.). 
Cash Book Debits (if 
any). 


Purchases Returns Book. 
Cash Book Credits 
Bills Payable. ^ 

Journal Debits (for allow ¬ 
ances, etc.). 


PURCHASES LEDGER. 


Individual items are 
posted to the credit of 
the personal account 
and the totals to the 
debit of the General 
Ledger Adjustment 
Account. 


Individual items are 
posted to the debit of 
the personal account 
^ and the totals *o the 
credit of the General 
Ledger Adjustment 
Account. 


GENERAL LfeDGEB. 


In each case the 
totals are credited to 
the Purchases Ledger 
Adjustment Account; 
the equalising debit 
appearing in other 
nominal accounts. 


In each case the 
totals are debited to 
the Purchases Ledger 
Adjustment Account; 
the equalising credit 
appearmg in other 
accounts in the same 
ledger. 


Cash Book Debits, which are of rare occurrence, represent payments received 
from creditors for overcharges, allowances or goods returned. 


As is shown by the above summaries an equalising credit 
for every debit entry, and vice versa, appears in each ledger for 
all transactions and, therefore, each ledger may be separately 
balanced without reference to the other ledgers. Where the 
ordinary form of journal is used, it will be necessary for the 
entries to be analysed and dissected in order to ascertain the 
total debits and credits respectively relating to each ledger. 
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In some cases a form of Transfer Journal is used, with separate 
money columns for the sales, purchases and general ledgers 
respectively, and if this method is adopted the totals for each 
ledger are automatically recorded. An example of such a 
journal is shown on page 444. Similarly, the Cash Book is 
provided with extra columns as illustrated in the example given 
on pages 446 and 447. 

Where there are many personal ledgers in daily use, both 
for sales and purchases, skilful organisation is required in the 
arrangement of the subsidiary books so that the adjustment 
accounts may be prepared in the most convenient way possible. 

Four separate methods are, in practice, adopted in varying 
circumstances, viz.:— 

(1) A separate day book, cash book, journal, etc., is used 

for each ledger. 

(2) Each book of original entry is provided with additional 

analysis columns for the dissection of the entries 
posted into the various ledgers. 

(3) Ordinary books of prime entry are used, but when 

the items are posted therefrom to the ledger, the 
ledger folio is shown so as to indicate clearly which 
ledger is affected; thus “A/12,'’ “ B/101," etc. 
An abstract must then be made, in columnar form, 
01 all the items in each book of prime entry showing 
separately the items relating to each ledger, and 
giving the final total for the period of such items 
posted to each ledger. 

(4) Where machinery is utilised for posting purposes, the 

totals of the postings made to one set of le^er cards 
or one loose leaf ledger can be separately recorded. 

It is difficult to say which is the best method to adopt. Each 
one has its own advantages, but probably a combination of the 
first three may be profitably used in certain circumstances. For 
example, where there are many sales ledgers it would be most 
convenient to have separate day books for each ledger, thus 
enabling several day book clerks to use them simultaneously, 
while for the Sales Returns Book (where the entries are com¬ 
paratively few) the columnar form of book with analysis columns 
for each ledger would be most suitable. Undoubtedly, the best 
type of Cash Book is that in columnar form with separate books 
for cash received and cash paid, as illustrated on pages 446 
and 447. 

The third method involves a considerable amount of work 
in the preparation of the periodical abstracts and, therefore, can 
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be advantageously used only for books in which the entries are 
comparatively few, e.g., the journal “ proper,'" as far as concerns 
the personal ledgers. 

It has already been indicated that the terms “ Total Account " 
and “ Control Account" are sometimes used instead of the 
term “ Adjustment Account," and, so far as the general ledger 
is concerned, the former titles are to be preferred, since the 
accounts they represent record in total the transactions with 
debtors and creditors respectively. 

While it is true that by the use of self-balancing ledgers a 
great saving in both time and labour is effected, it has already 
been explained that the keeping of the adjustment accounts in 
both the personal ledgers and general ledger involves a certain 
amount of duplication of work, and the same results are achieved 
by the compilation of the total debtors' and total creditors' 
accounts in the general ledger only. 

It may be argued that in this case the ledgers are not “ self- 
balanting." Strictly speaking, however, the term itself is not a 
good one—a ledger cannot balance itself in any circumstances,— 
but to adhere rigidly to the elementary principle that every 
debit must have its credit " and to insert in each personal ledger 
adjustment accounts which are already in the general ledger, 
merely for the purpose of having equal debits and credits in the 
ledgers, appears to be quite unnecessary, particularly as the 
whole advantages of the self-balancing principle can be obtained 
by the use of the adjustment accounts in the general ledger. 
These accounts may thus be regarded as memorandum accounts 
not affecting the “ double entry " in any way, and will give all 
the information necessary for proving the personal kdgers 
without any further elaboration. 

The principle of self-balancing ledgers is one which is con¬ 
stantly receiving the attention of the leading examining bodies, 
and it is, therefore, essential that examination candidates should 
have a thorough grasp of the principles involved. The construc¬ 
tion of the adjustment accounts is illustrated in the following 
fully-worked exercise, which should be carefully studied:— 


EXAMPLE. 


On 30th June, 19.., the Balance Sheet of Baldwin & Cook, Wholesale Paper 
Merchants, disclosed the following assets and liabilities :— 

£ 8. d. 

Sundry Debtors:— 

E, James.145 10 0 

Yoland&Co. 234 9 0 

A. BeU.154 11 0 
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£ 8. d. 

Sundry Creditors:— 


Cant & Son. 

179 

14 

7 

Westwood & Co. 

324 

0 

5 

Furniture and Fittings .... 

203 

0 

0 

Stock on hand. 

. 1,060 

17 

11 

Cash on Deposit. 

. 1,000 

0 

0 

Cash at Bank. 

236 

7 

9 

Freehold Premises ..... 

600 

0 

0 

Bills Receivable:— 




Yoland & Co., due 12th July . 

293 

0 

0 

Bills Payable:— 




Cant & Son, due 17th July . 

420 

0 

0 

Do. due 18th August 

404 

1 

2 


Capital 18 divided as to ftha S. Baldwin and |ths to H. Cook. 

Open the Sales, Purchases, and General Ledgers with the above balances, 
enter the following transactions in the proper subsidiary books, post to the 
ledgers a?ul extract separate Trial Balances for each of the lodgers as at 31 st 
July. 

All receipts were paid to bank, and all payments were made by cheque, unless 
other wdse stated. 

July 3. Drew cheque for Petty Cash, £35. 

, 3. i-x)ld to Yoland & Co.:— 

14 reams Azure-laid Paper, 30 lbs. per ream, at 9d. lb. 

5 reams CYeam-laid Paper, 21 lbs. per ream, at lOd. lb. 

„ 4. Received cheque in settlement of A. Bell’s account, and sold to 

him:— 

4 cwt. Brown Paper at £16 IDs. ton. 

7 cwt. Brown Paper at £26 lOs. ton. 

„ 7. Bought of Cant & Son ;— 

1 ton Bank Paper, 10 lb. to ream of 480 sheets, at 6d. lb. 

„ 8. Paid Cant & Son account to 30th June, less 3i% discoimt. 

Purchased of them 1 ton of Tissue Paper for £32, and invoiced 
same to E. James at 3s. per ream, each ream weighing 7 lbs. 

„ 10. Sold to E. James ;— 

6 cwt. Brown Paper at £16 ton. 

J ton Brown Paper at 30s. owe. 

„ 11. E. James paid his account to 30th June, less 2J% discount. E. 

James returned I cwt. Brown Paper damaged, purchased 
on 10th July, at lOe. cwt. 

„ 12. Yoland & Co. requested permission to retire bill due to-day and in 
consideration give cheque for £100 (which they enclosed) and a two 
months bill for the balance, plus 5% interest per annum, which 
was agreed to, 

„ 14. Received £69 lOs. from F. Harris & Sons, being amount of debt 
written off as bad debt two years previously. 

„ 16. Drew cheque for Petty Cash, £40. 
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July 17. Transferred to current account from deposit account, £600, and 
paid Westwood A Co.’s account, less 3i% discount. 

Bill Payable due this day met. 

„ 18. Received Cash from A. Bell in settlement of account to date. 

Purchased new roll top desk for office, £36, payment being made 
by cheque. 

„ 20. Sold to Yoland & Co.:— 

J ton Bank Paper, part of purchase of 7th inst., at 6s 3d. 
ream. 

100 gross of Ivory Boards, 25 lbs. to gross, at 8d. lb. 

„ 22. Purchased of Westwood & Co.:— 

1 ton each of Azure-laid and Cream »laid Paper in various 
weights, at an average price £5 cwt. 

Drew cheque for Petty Cash, £36. 

„ 24. Returned to Westwood & Co. 4 cwt. of the Azure-laid Paper and 
debited their account; also debited their account for 1 cwt. 
of Cream-laid Paper, only 19 cwt. having been received of the 
ton ordered and invoiced to us (see entry 22nd July). 

„ 26. Received notice of E. James’ bankruptcy and to the effect that 
there would be no dividend for unsecured creditors. 

* 

„ 26. Sold as agents at 16% commission on behalf of Westwood & Co. 
to Yoland & Co. goods value £460. The goods were sent direct 
to Yoland & Co. from Westwood & Co., with the invoice, payment 
to be made to Westwood & Co. 

„ 29. Drew cheques, Petty Cash, £40. 

S. Baldwin, Drawings, £40, 


N. Cook, do. £30. 

Sundry payments out of Petty Cash :— 

£ 3. d. 

Wages.65 10 0 

Telephone account . . 6 14 6 

Trade expenses . . . . 24 4 6 

Stationery, etc.13 11 0 



TRANSFER JOURNAT. 
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SALES DAY BOOK. 


19.. 
July 3 

M. Yoland k Co. - 
14 reams Azure-laid Paper, 

30 lbs. per ream =420 lbs. @ 

9d. lb. 

6 reams Cream-laid Paper, 

21 lbs. per ream=106 lbs. @ 
lOd. lb. 

S.L. 2 

£ 8. d. 

16 16 0 

4 7 6 

.. 4 

A. Bell 




4 cwt. Brown Paper @ 16/6 cwt. 


3 6 0 1 


7 cwt. Brown Paper @ 26/6 cwt. 


9 6 6 



S.L3 


M 8 

E. James:— 




1 ton Tissue Paper, 7 lbs. per 




ream =320 reams @ 3/- ream . 


48 0 0 



S.L.1 


.. 10 

E. James :— 




6 cwt. Brown Paper @ 16/- cwt. 


4 0 0 


10 cwt. Brown Paper 30/- cwt. 


1 16 0 0 



S.L.1 


.. 20 

M. Yoland k Co. :— 




10 cwt. Bank Paper, 




10 lbs, to ream of 480 sheets 


li 


=112 reams @ 6/3 ream 


35 0 0 


100 gross Ivory Boards, 




36 lbs. to gross =3600 lbs. (a) 




8d. lb, . . . 


116 13 4 


j 

S.L. 2 

■ ! 
... 1 


Total credited to Adjustment Account, Fo. S.L. 4 


General Ledger. 

Total debited to Sundry Debtors, Fo. 10, 
and credited to Sales Account, Fo. 20. 


20 2 6 


12 11 6 


48 0 0 


19 0 0 


151 13 4 
£261 74 


SALES RETURNS BOOK. 


19.. 



£ 8. d. 

July 11 

E. James;— 




Returns— 




1 cwt. Brown Paper, damaged, 




[ @ 16/- cwt. 


16 0 



S.L.1 



Total debited to Adjustment Account, Fo. S.L. 4 


General Ledger. 

Total debited to Sales Account, Fo. 20, 
and credited to Sundry Debtors, Fo. 10. 


£ 8. d. 


16 0 
16 0 


P 
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Dr. 


SALES LEDGER 

E. JAMES. 


Folio 1 
Cr, 


19 . 


1 £ 8. d. 

19.. 

1 £ 8. d. 

July 1 

To Balance 

J. 146 10 0 

j July 11 

By Cash . . C.R.B. 141 17 3 

» 8 

„ Goods 

S.D.B. 48 0 0 

1 » 11 

„ Discount . i ♦, 3 12 9 

.. 10 

>» >» • • 

S.D.B.i 19 0 0 

„ 26 

„ Returns . S.R.B. 16 0 



1 

1 31 

„ Bad DobU . T.J. , 66 4 0 



1 £212 10 0 

j 

j£212 10 0 




1 



Dr, 


M. YOLAND & CO. 


Folio. 2. 
Cr. 


19.. 



£ 8. d. 

19.. 



£ B. d. 

July 1 

To Balance 

J. 

234 9 0 

July 12 

By Cash . 

C.R.B. 

100 0 0 

» 3 

„ Goods . 

S.D.B. 

20 2 6 

» 12 

„ Bill Receiv- 



„ 12 

„ Bill Retired . 

T.J. 

293 0 0 


able 

T.J. 

194 12 2 

.. 12 

„ Interest 

T.J. 

1 12 2 

„ 31 

tt Balance 

cjd. 

406 4 10 

„ 20 

1 „ Goods . 

S.D.B. 

161 13 4 





1 



£700 17 0 




£700 17 0 

July 31 

To Balance 

1 

bid. 

406 4 10 



\ 



Folio 3. 


Dr. 


A. BELL. 


Or. 


To Balance 

J. 

£ 8. d. 

164 11 6 

19.. 
July 4 

By Cash . 

C.R.B. 

£ B. d. 

164 11 6 

„ Goods . 

S.D.B. 

12 11 6 

,, 18 

»» »» • • 

C.R.B. 

12 11 6 



£167 3 0 




£167_^ 0 









Folio 4. 


Dr, GENERAL LEDGER ADJUSTMENT ACCOUNT. Cr. 


19.. 



£ 8. d. 

1 

19.. 



£ 8. d. 

July 31 

To Returns 

S.R.B. 

16 0 

July 1 

By Balance 

J. 

534 10 6 

.. 31 

„ Cash and Dis^ 



.. 31 

„ Sales . 

S.D.B. 

261 7 4 


count 

C.R.B. 

412 13 0 

„ 31 

„ Bills Receiv- 



31 

„ Bills Receiv- 




able Retired 

T.J. 

293 0 0 


able • 

T.J. 

194 12 2 

31 

„ Interest 

T.J. 

1 12 2 

31 

„ Bad Debts 

T.J. 

60 4 0 





.. 31 

,, Balance 

c/d. 

406 4 10 


1 






£1,080 10 0 




£1,080 10 0 





July 31 

By Balance 

6/d. 

406 4 10 
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PURCHASES BOOK. 


19.. 
July 7 

Cant & Son— 

20 cwt. Bank Paper, 

10 lbs. to ream of 480 sheets = 
2,240 lbs. @ 6d. lb. . 

P.L.1 

£ s. d. 

46 13 4 

£ 8. d. 

46 13 4 


July 8 

Cant & Son— 





1 ton Tissue Paper 


32 0 0 




P.L.1 

1 

! 

32 0 0 

July 22 

Westwood & Co.— 





20 cwt. Azure-laid Paper, 


! 

j 


20 cwt. Cream-laid Paper, 


ij 

ii 



40 cwt. various weights at average 


!! 

1 


of £6 cwt. 


o 

o 

I 

! 



P.L. 2 


O 

o 


Total debited to Adjustment Account, Fo. P.L. 3 £278 13 4 


General Ledger. 

Total debited to Purchases Account, Fo. 19, 
and credited to Sundry Creditors, Fo. 11. 


PURCHASES RETURNS BOOK. 


19.. 

July 24 

Westwood & Co.— 

4 cwt. Azure-laid Paper returned 

@ £6 cwt. 

1 cwt. Cream-laid Paper, short 
delivered, @ £5 cwt. 

i 

[ 

£ s. d. 

, 20 0 0 

6 0 0 

£ B. d. 



P.L. 2 

j j 

25 0 0 


Total credited to Adjustment Account, Fo. P.L. 3 £25 0 0 


General Ledger. 

Total debited to Sundry Creditors, Fo. 11, 
and credited to Purchases Account, Fo. 19. 


Dr. 


PURCHASES LEDGER 

CANT & SON. 


Folio 1. 
Cr. 


19.. 
July 8 

„ 31 

To Cash and Dis¬ 
count 
„ Balance 

' 

C.P.B. 

c/d. 

£ 8. d. 

179 14 7 
78 13 4 

19.. 
July 1 

1 

By Balance 
„ Goods 

»» 

J. 

P.B. 

P.B. 

1 £ 8. d. 

179 14 7 

46 13 4 

! 32 0 0 




£268 7J^ 



1 

£268 7 11 





July 31 

By Balance 

6/d. 

78 13 4 
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Dr. 


WESTWOOD & CO. 


Folio 2 . 
Cr, 


19.. 



£ 8 . d. 

19.. 



£ 8 . d. 

July 17 

To Cash and Dis- 

C.P.B. 

324 0 6 

July 1 

By Balance 

J. 

324 0 6 


count 



22 

„ Goods 

P.B. 

200 0 0 

24 

„ Returns 

P.R.B. 

25 0 0 





„ 26 

„ Commission . 

T.J. 

67 10 0 





„ 31 

„ Balance 

cjd. 

107 10 0 








£624 0 5 




mi 0 6 





July 31 

By Balance 

bid. 

107 10 0 


Folio 3. 

Dr. GENERAL LEDGER AD.TUSTMENT ACCOUNT. Cr. 


1 

19.. i 

1 £ 8 . d. 

19.. 



£ B. d. 

July 1 ; To Balance 

J. 603 16 0 

July 31 

By Returns 

P.R.B. 

25 0 0 

31 I P'lrchases . 

P.B. i 278 13 4 

31 

„ Cash and Dis¬ 



i 

i 


count 

C.P.B. 

603 16 0 

1 

j 

» 31 

„ Commission 

T.J. 

67 10 0 

1 1 


„ 31 

„ Balance 

cjd. 

186 3 4 

! 1 

1 i 

£782 8 4 


1 


£782 8 4 

I 

July 31 1 To Balance 

bid. j 186 3 4 






Dr. 


GENERAL LEDGER 

S. BALDWIN, CAPITAL ACCOUNT. 



19.. 


_j 

July 1 

1 

By Balance 


Folio 1. 
Cr. 


! 

1 

£ 8 . d. 

. J. 

1,600 0 0 


Folio 2 . 

Dr. S. BALDWIN, DRAWINGS ACCOUNT. Cr. 


19.. 

i 

1 

£ 8 . 

1 

d.i 




July 29 

To Cash . . C.P.B. 

40 0 

0 





Folio 3. 


Dr. 


H. COOK, CAPITAL ACCOUNT. 


Cr, 





1 19.. 


£ s. d. 




jJuly 1 

By Balance . J. 

1,000 0 0 
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Folio 4, 

Dr. H. COOK, DRAWINGS ACCOUNT. Cr. 


19.. 
July 29 

To Cash . 

C.P.B. 

£ 8. d. 

30 0 0 





Dr. 


BANK CURRENT ACCOUNT. 


Folio 6. 
Cr. 

19.. 

July 1 
» 31 

To Balance . ^ 

„ Sundries 

J. 

C.R.B. 

£ 8. d. 

236 7 9 
978 10 3 

19.. 
July 31 
„ 31 

By Sundries 
„ Balance 

C.P.B. 
c/d. [ 

£ s. d. 
1,159 17 2 
65 0 10 




£1,214 18 0 



|£1,2I4 18 0 

July 31 

To Balance 

... 1 

bid. 

55 0 10 






Folio 6. 


Dr. 

♦ 

BANK DEPOSIT ACCOUNT. 


Cr. 

19.. 



£ 8. d. 

19. . 



£ 8. d. 

July 1 

To Balance 

J. 

1,000 0 0 

July 17 

By Current Ac¬ 






31 

count 

C.R.B. 

500 0 0 




„ Balance 

c/d. 

500 0 0 




£1,000 0 0 




£1,000 0 0 

July 31 

To Balance 

6/d. 

500 0 0 



i 









Folio 7. 

Dr. 



STOCK-IN-TRADE 



Cr. 

19.. 


j 

i 

£ 8. d. 



! ' 


July 1 

To Balance 

! J. 

1_ 

1,060 17 11 


. . 

1 i 
1 



Folio 8. 

Dr, FURNITURE AND FITTINGS. Cr. 


19.. 

1 


£ a. 

d. 



1 i 

July 1 

To Balance 

J. 

203 0 

0 



1 

18 

„ RollTopDesk 1 

C.P.B. 

35 0 

0 



1 

1 

1 


Folio 9. 

Dr. FREEHOLD PREMISES. Cr 


19.. 

1 


£ 8. d. 



July 1 

To Balance 

J. 

500 0 0 
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Dr. 
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SUNDRY DEBTORS. 

(or Sales Ledger Adjustment Account). 

ACCOUNTS 

Folio 10. 

Cr. 

19.. 



1 

£ s. d. 

19.. 



£ 8. d. 

July 1 

To Balance 

J. 

634 10 6 

July 31 

By Returns 

G.L.20 

16 0 

,, 31 

„ Sales, per 



.. 31 

„ Cash and Dis- 




S.D.B. . 

G.L.20 

261 7 4 


count 

C.R.B. 

412 13 0 

„ 31 

„ Bills Receiv- 



31 

„ Bills Roceiv- 




able Re- 




able 

T.J. 

194 12 2 


tired 

T.J. 

293 0 0 

» 31 

„ Bad Debts . 

T.J. 

68 4 0 

„ 31 

„ Interest 

T.J. 

1 12 2 

„ 31 

„ Balance 

cjd. 

406 4 10 




£1,080 10 0 




£1,080 10 0 

July 31 

To Balance 

hjd. 

406 4 10 












Folio 11. 

Dr, 



SUNDRY CREDITORS. 


Cr. 



or Purchases Ledger 

Adjustment Account). 



19 , 



1 

£ 8. d. 

19.. 



£ 8. d. 

July 31 

To Returns 

G.L.19 

26 0 0 

July 1 

By Balance 

J. 

603 16 0 

„ 3J 

„ Cash and Dis- 



„ 31 

„ Purchases, per 




count 

C.P.B. 

603 IS 0 


P.D.B. . 

G.L.19 

278 13 4 

31 

„ Commission . 

T.J. 

67 10 0 





.. 31 

„ Balance 

cjd. 

186 3 4 








£782 8 4 




£782 8 4 





July 31 

By Balance 

b/d. 

186 3 4 








Folio 12. 

Dr. 



BILLS RECEIVABLE. 


Cr. 

19.. 



£ 8. d. 

19.. 



£ 8. d. 

July 1 

To Balance 

J. 

293 0 Oi 

July 12 

By Yoland & Co. 

! T.J. 

293 0 0 

„ 12 

To Yoland & Co. 

T.J. 

194 12 2 












Folio 13. 

Dr. 



BILLS PAYABLE 



Cr. 

19.. 



£ 8. d. 

19.. 



£ 8. d. 

July 17 

To Cash . . 

C.P.B. 

420 0 0 

July 1 

By Balance 

J. 

824 1 2 

» 31 

„ Balance 

cjd. 

404 1 2 








£824 1 2! 




£824 1 2 




i 

July 31 

By Balance 

bjd. 

404 1 2 








Folio 14. 

Dr. 



DISCOUNT. 



Cr. 

19.. 



£ 8. d. 1 

19.. 



£ 8. d. 

July 31 

To Sundries 

aE.B. 

3 12 9 1 

July 31 

By Sundries 

O.P.B. 

18 17 10 
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Folio 16. 

Or. INTEREST. Cr. 






‘ 19.. 

July 12 

By Sundries 

i 

j T.J. 

1 £ 8. d. 

1 12 2 








Folio 16. 

Dr, 



COMMISSION. 



Cr. 





1 19.. 
j July 26 

1 

By Westwood & 
Co. . 

T.J. 

£ s. d. 

67 10 0 

1 








Folio 17. 

Dr, 


BAD DEBTS RECOVERED. 


Cr. 


t 



19.. 
July 14 

By Cash— 

T. Harris . 

C.R.B. 

£ B. d. 

69 10 0 








Folio 18. 

Dr, 



BAD DEBTS. 



Cr, 

C H- 

To E, James . 

T.J. 

£ 8. d. 
66 4 0 1 

' 1 

1 

1 

1 

1 

1 

i 








Folio 19. 

Dr, 



PURCHASES. 



Cr. 

19.. 
July 31 

To Sundries, per 
P.D.B. 

G.L.11 

£ 8. d. 

278 13 4 

19.. 
July 31 
„ 31 

By Returns 
„ Balance 

G.L.11 

cji. 

£ 8. d. 

26 0 0 
263 13 4 




£278 13 4 




£278 13 4 

July 31 

To Balance 

1 

bid. 

263 13 4 

i 






Folio 20. 

Or. SALES. Cr. 


19.. 



£ 8. d. 

19.. 



£ s. d. 

July 31 
31 

To Returns 
„ Balance 

G.L.10 

cfd. 

16 0 
260 11 4 

July 31 

By Sundries, per 
S.D.B. 

G.L.10 

261 7 4 




£261 7 4 




£261 7 4 





July 31 

By Balance 

bjd. 

250 11 4 
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Folio 21. 

Dr. WAGES. Or. 


19.. 
July 31 

To Petty Cash . 

P.C.B. 

£ B. d. 

66 10 0 





Dr. 



TELEPHONE. 

Folio 22. 

Cr. 

19.. 
July 31 

To Petty Cash . 

P.C.B. 

£ 8. d. 

6 14 6 





Dr. 



TRADE EXPENSES. 

Folio 23. 

Cr. 

19.. 
July 31 

To Petty Cash . 

1 ' 

P.C.B. 

£ 8. d. 

24 4 6 






Dr. 


STATIONERY. 

Folio 24. 

Or. 

19.. 1 


£ 8. d. 





July 31 ' To Petty Cash . 

1 

P.C.B. 

13 11 0 









Folio 25. 

Dr. 


PETTY CASH. 

Cr. 

19.. 1 


£ s. d. 

1 19.. : 

\ £ 8. d. 

July 31 i To Sundries 

; P.C.B. 

o 

o 

o 

i July 31 

By Sundries 

P.C.B. 

109 0 0 

! 

1 


1 » 31 

„ Balance 

cjd. 

41 0 0 

1 

i 

£150 0 0 

1 


£150 0 0 

July 31 To Balance 

bid. 

41 0 0 

i 


I 

1 

i 


TRIAL BALANCE—SALES LEDGER—3l8T JULY, 19... 


CQ 

M. Yoland & Co. 

General Ledger Adjustment Account 


£ 8. d. i 

406 4 10 

£ s. d. 

406 4 10 

£406 4 10 

£406 4 10 


TRIAL BALANCE—PURCHASES LEDGER— 318t JULY, 

19... 

P.L, 



£ 8. d. 

£ 8. d. 

1 

Cant & Son. 



78 13 4 

2 

Westwood & Co. 



107 10 0 

3 

General Ledger Adjustment Account 


186 3 4 





£186 3 4 

£186 3 4 
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TRIAL BALANCE—GENERAL LEDGER—3 Ist JULY, 19.. 


G.L. 

1 

2 

3 

4 
6 
6 

7 

8 

9 

10 
11 
12 

13 

14 
16 
16 

17 

18 

19 

20 
21 
22 

23 

24 
26 


S. Baldwin, Capital 
„ Drawings 
H. Cook, Capital . 

„ Drawings 
Bank Current Account 
Bank Deposit Account 
Stock-in-Trade 
Furniture and Fittings 
Freehfjld Premises 
Sundry Debtors . 
Sundry Creditors . 
Bills Receivable . 
Bills Payable 
Discount Account. 
Interest Account . 
Commission Account 
Bad Debts Recovered 
Bad Debts . 
Purchases . 

Sales . 

Wages 

Telephone . 

Trade Expenses . 
Stationery . 

Petty Cash . 



1 

1 

£ 

H. 

d. 

£ 

s. 

d. 


! 




1,500 

0 

0 


i 

1 

40 

0 

0 

1,000 

0 

0 


1 

30 

0 

0 




i 

6.5 

0 

10 





i 

.500 

0 

0 





j 

1,060 

17 

11 





i 

238 

0 

0 






.5(K) 

0 

0 






4oe 

4 

10 

186 

3 

4 

. 

1 

194 

12 

2 

404 

1 

2 






16 

6 

1 






1 

12 

2 


1 ; 

1 



67 

10 

0 


1 

! 66 

4 

0 

i 69 

10 

0 


i i 

1 25.3 

13 

4 









250 11 

4 



i 65 

10 

0 





i 

1 ^ 

14 

6 






! 21 

4 

6 




. i 

1 13 

11 

0 




j 

1 41 

0 

0 




1 

i 

1 

£3,494 

13 

1 

£3,494 

13 

1 


If it is decided to adopt the method suggested on page 434, 
and to omit the adjustment accounts from the back of each 
ledger and to include them as memorandum accounts only in 
the general ledger, the procedure will be somewhat similar but 
in a reverse manner. Take, for example, the “ Genera] Ledger 
Adjustment Accountin the purchases ledger as shown on 
page 452. The balance of £503 15s. on 1st July consists of 
credit balances in the purchases ledger, i.e., amounts owing to 
creditors, but is shown on the opposite side of the ledger in 
order to make the ledger self-balancing.” Under the method 
now suggested this item will appear on the same side in the 
adjustment account in the general ledger as that on which the 
balances appear in the personal accounts in the purchases ledger, 
i.e., the cre^t side. 

Next, the purchases which have been credited in detail to the 
personal accounts in the purchases ledger will be credited also, 
but in total, to the adjustment account in the general ledger. 
In the same way, the returns, cash, discount, and commission 
which have been debited to the personal accounts will be debited 
to the adjustment account; the balance of the account when 
carried down will be the total of the sundry credit balances in 
the ledger. 

p* 










468 PRINCIPLES AND PRAOTIOB OF BOOK-KBBPINO AND ACCOUNTS 


Dr. 

Date. 

19 .. 


The same method will be adopted with the sales ledger items, 
and the general ledger will then contain, in addition to, but quite 
apart from, its own balances, two memorandum, accounts headed 
“ Sales Ledger Adjustment Account'' and ‘‘ Purchases Ledger 
Adjustment Account."' These accounts are practically ‘‘Total 
Debtors " and “ Total Creditors ” accounts, and in addition to 
being used for checking the ledger balances submitted by the 
ledger clerks at balancing time, they can be used in conjunction 
with the general ledger balances for drawing up interim accounts 
at any time without the extraction of the personal ledger balances. 

It wUl be seen, therefore, that although this method does not 
involve as much work as the one previously illustrated, all the 
essentials are given devoid of unnecessary complications and 
the whole object of “self-balancing " ledgers is achieved. 

When there are several purchases and sales ledgers it is some¬ 
times found more convenient to keep special summary books 
for the adjustment accounts. A specimen of a sales ledger 
summary book is given below. 

This method of treatment, when properly organised, lends 
itseK to far more effective supervision and a more complete 
internal check than the method previously illustrated. The 
general ledger containing the adjustment accounts, or the sum¬ 
mary books, can be kept by the chief accountant who will 
compUe the accounts from the books of original entry. Each 
ledger clerk required to submit a list of the balances in his 
ledger the chief accountant periodically, and the net total 
must agree with the figures shown in the general ledger or the 
summary book for that particular ledger. As the ledger clerk 
has no access to the general ledger adjustment accounts or the 
summary book the risk of fraudulent manipulation is very slight. 

The summary book may be in the following form :— 

SALES LEDGERS SUMMARY BOOK. Cr. 

j Particulars. | A-P 0-0 P-Z Total. , Date. ! Particulars. ; A-P | 0-0 ! P-Z ! Total 


£ s. d. £ 8. d. £ B. d. £ s. d.. 19.. ! 

; 1 i '■ i 

1 ’ i ! ' 


! £ 8. d. £ 8. d. £ e. d. 

£ 8. d. 

: : i ' 1 

j 1 ! ;■ ! 


1 : 


: 1 i - f 
: ' 1 : 1' 


1 i 


1 . 1 1 |i ! 


1 1 ' 

t 


An alternative form for this book, which is sometimes con¬ 
sidered to be more convenient, is given on the following page. 







SALES LEDGERS SUMMARY 'bOOK 
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Sectional Balancing. 

In view of the fact that questions are sometimes asked on 
Sectional'' balancing, it may be mentioned here that this 
is also a method of self-balancing, but instead of each of the 
ledgers being balanced individually, they are balanced in groups 
of two or three ledgers each, according to circumstances. If 
an error occurs it can only be traced to its group and not to any 
particular ledger in the group, and it is necessary then to check 
all the ledgers in the group to find the error. Only in very 
special circumstances is this method adopted, and as it has no 
outstanding advantages the student need not give it further 
attention than to remember the distinction between pure “self¬ 
balancing and “ sectionalbalancing. 

It must also be mentioned, however, that the terms “ self- 
balancing"" and “ sectional balancingare sometimes used 
synonymously, and as there is no definite ruling on the point, 
the student must be guided by the context in answering a 
question dealing with the matter. 


DEPARTMENTAL ACCOUNTS 

Wheie a large business consists of several different depart¬ 
ments it is usually desired to ascertain the trading results 
achieved by each department, especially where they are under 
separate management. 

Departmental accounts may be broadly divided into two 
classes:— 

(1) Those from which it is desired to ascertain the depart¬ 

mental gross profits only. 

(2) Those from which it is desired to ascertain the 

departmental net profits as well as the departmental 
gross profits. 

In both instances it is customary tor the Purchases and Sales 
Journals, Returns Books, etc., to be in columnar form with 
additional columns for each department, as illustrated in 
Chapter IL, pages 39 and 47. The Wages Book must similarly 
be made out in columnar form and, of course, it is necessary 
to take stock separately for each department. Separate accounts 
may be opened in the general ledger for sales, purchases, 
wages, etc., to which the periodical totals of these items are posted. 
Alternatively, the general ledger itself may be provided with 
extra columns to record separately the figures applicable to each 
department. Examples of these columnar impersonal ledger 
accounts are shown on the following page. 
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Dr, SALES. Cr, 


Date. 


Po. 

A. 

B. 

Total. 

Date. 


Fo. 

A. 

B. 

Total. 

19.. 


8.R.B. 

£ 

£ 

£ 

19.. 


8.D.B. 

£ 

£ 

£ 

Jan. 31 

To Sundries . 

5 

61 

12 

63 

Jan. 31 

Bj Sundrioa . 

21 

620 

268 

778 

Feb. 28 

»» »> 

10 

26 


25 

Feb- 28 

61 

465 

136 

591 

Dr. 





WAGES. 





Cr, 

1 

Date. 


Fo. 

A. 

B. 

Total. 

Date. 


Fo. 

A. 

B. 

Total 

19.. 


O.B. 

£ 

£ 

£ 

19.. 



£ 

£ 

£ 

Jan, 6 

To Cash . 

3 1 

86 

33 

118 







M 12 


11 

85 

33 

118 



1 

! 1 




Goods transferred from one department to another should not 
be merged in the purchases and sales of the departments con¬ 
cerned, but should bo recorded in special accounts and shown 
separately on both the debit and credit sides of the departmental 
Trading Account. 

When it is desired to ascertain the net profit for each depart¬ 
ment, it is also necessary to dissect the various items of gain 
and exjxjnditure which are credited and debited to the Profit 
and Loss Account. If the exact amount of expenditure for 
each department is known, a columnar ledger will conveniently 
record the desired information. In many ca-scs, however, the 
exact figures of the expenditure for each department are not 
available, and it is sometimes difficult to determine the most 
accurate and equitable method of apportioning the expenditure 
on the fixed overhead charges. More usually, the apportion¬ 
ment is made either upon an arbitrary basis (e.g., one-half to 
department A and one-fourth each to departments B and C) 
or upon a percentage basis, varying year by year with the total 
sales. In the latter instance, assuming the total turnover to 
be £100,000 and the separate amounts for departments A and B 
to be £60,000 and £40,000 respectively, the percentage basis for 
department A will be 60 per cent, and for department B 40 
per cent. But either of these methods may be inequitable in 
certain circumstances, and each case should be considered on 
its own merits before the method of apportionment is adopted. 
For example, it may be more equitable to apportion the charge 
for rent and rates on the basis of the floor space occupied, while 
fire insurance may be fairly apportioned on the average value 
of the stock of each department. Apportionment on the basis 
of turnover may bo effected in the case of direct soiling expenses, 
e.g., travellers’ expenses. 

Such departmental accounts as are considered here are best 
shown in columnar form (as illustrated in the example shown 
on page 463) with the various items of expenditure for each 
department, and the totals, side by side. A comparison of 










462 PRINCIPLES AND PRACTICE OP BOOK-KEEPING AND ACCOUNTS 

the departmental figures may easfiy be made if the accounts 
are prepared on this principle, and, to carry the comparison still 
further, the percentages which the gross and net profit bear to 
the turnover may also be shown. 

In exceptional cases, each department is conducted as though 
it were a distinct business and, accordingly, it has its own sales, 
purchases and impersonal ledgers, in which are recorded all 
transactions which relate specifically to it as a department. At 
the end of the trading period, stocktaking is carried out on a 
departmental basis, and separate Trading and Profit and Loss 
Accounts are compiled, the final figures being combined and 
transferred to the private ledger. 

This method, however, involves a certain amount of duplica¬ 
tion of clerical work in keeping separate personal ledgers, as a 
customer of one department is probably a customer of other 
departments ; and the same duplication will occur with the 
purchases ledgers. It is much more convenient to have the 
whole of the transactions with one person or firm concentrated 
in ono personal account and, therefore, the almost universal 
practice is for the sales and purchases of all departments to 
be ’“ecorded in one set of ledgers. 

EXAMPLE. 

The General Engineering Co., Ltd., of Birmingham, had two departments— 
(i’l Manufacturing Department, and (2) a Retail Department for the sale of 
general engineering sundries. 

The capital of the company was £20,000, divided into 20,000 shares of £1 
each, pU issued, and all fully paid. 

The foUowing were the balances standing in the books of the company at 
31st December. Prepare therefrom Trading Accounts of the two departments, 
and Profit and Loss Account for the year ended the 31st December, 19.., showing 
the percentages which the gross and net profits bear to the turnover of each 
department and the total, together with Balance Sheet at that date :— 


£ 


Capital 

. 

. 

20,000 

Machinery and Plant at let January (as per 

valuation) . 

4,000 

Stock in Trade (Retail), at Ist January . 


5,000 

Do (Works), 

do 


6,000 

Sundry Debtors . 

. 


4,450 

Sundry Creditors 

. * . 


1,600 

Rents, Rates and Insurance (Works) 


480 

Purchases 

(do.) . 


8,000 

Carriage and Freight (Inwards) (do.) 


' 500 

Wages 

(do.) . 


6,600 

Office Salaries 

(do.) . 


300 

Office Expenses 

(do.) 


120 

Sales 

(do.) 


19,800 

Sales 

(Retail) 


35,000 

Purchases 

(do.) 


28,000 

Carriage Outwards 

(do.) . 


1,000 

Wages 

(do.) . 


800 

Office Salaries 

(do.) 


300 

Office Expenses 

(do.) . 


300 

Rent, Rates and Insurance 

,(do.) . 


260 
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£ 

Income Tax.350 

Interest on Investments.150 

Bank Interest, less Commission.200 

Profit and Lom Account (Credit balance) . . . 1,200 

Reserve Fund.5,000 

Investments—Consols at cost.5,000 

Cash in hand.150 

Cash at Bank. 9,800 

Directors’ Fees.1,550 


The value of the Stock-in-Trade of the Retail Department, as taken and 
certified by the manager, was £5,200, and Works Department £6,150. 


TRADING AND PROFIT AND LOSS ACCOUNTS. 


Dr. 


For the Year ended 31st December, 19 



Cr. 



Works Retail 

Total. 



Works 

RetaU 

Total. 



Dept. Dept. 



Dept. 

Dept. 



£ ! £ 




£ 

£ 

£ 

To Stock at Ist^anuary 


6,000 8,000 

11,000 

36,000 

7,300 

By Sales . 


19,800 

36,000 

64,800 

„ Purchases 


8,000 28,000 

„ Stock at 3l8t Dec. . 


6,160 

6,200 

11,350 

„ Wages . 


6,500 800 






„ Carriage (Inwards) . 

„ Balance, being Gross 


600 

600 






Profit . 

e/d. 

4,950 , 8,400 

11,560 






Ptrceniagt of Orott Profit 






to Turnover 



20-71% 







I 

£26,960 £40,200 

- 

£66,160 



£26,950 

£40,200 

£66,150 



£ £ 

£ 1 



£ 

£ 

£ 

To Carriage (Outwards). 


i 1,000 

1,000 1 

By Gross Profit . 

bjd. 

4,960 

6,400 

11,360 

„ Rent, Rates and In¬ 






surance 


480 ! 260 

730 






„ Office Salaries. 


300 i 300 

600 






„ Office Expenses 
, Balance . 

cfd, 1 

1 

120 300 

4,050 : 4,650 

420 

8,600 

1 





Percentage of Net Profit 

1 





to Turnover 

1 


ir>-(iu% 

i i 




i 

1 

1 

£4,950 £6,400 

£11,360 

1 1 

; i 

1 £4,950 

£6,400 

£11,369 


GENERAL PROFIT AND LOSS ACCOUNT. 

Dr, For THE Year ended 31st December, 19.. Cr, 


To Income Tax .... 
„ Directors’ Fees 
„ Balance .... 

cfd. 

£ 

350 

1,660 

7,060 

j 

By Balance:— 

Works Department . 

Retail 

bjd. 

£ 

4,060 

4,650 

£ 

8,600 

200 

150 




„ Bank Interest (1^ Clom- 
misslon) .... 
„ Interest on Inyestments 





! £8,960 




£8,960 

To Balance 

C// 

£ 

. 8,260 

By Balance 

„ Balance brought forward from 
j preTlous year 

bjd. 


£ 

7,050 

1,300 



: £8,250 




£8,260 


1 

~ 

' 


___ 
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THE GENERAL ENGINEERING CO., LTD. 

BALANCE SHEET AS AT 31st DECEMBER, 19.. 


lAak^itiex. 

Nominal Capital: — 

20,000 Shares of £1 each 

Issued and Paid-up Capital 
20.000 Shares of £1 each 
fully paid . 

Eeserve Fund. , 
Sundry Creditors , 

Profit and Lots Account . 




Autit. 



£ s. d. 

£ B. d. 


£ s. d. 

£ 8. (i. 



Machinery and Plant os 



£20,000 0 0 


valued, 1st Jan., 19.. . 


4,000 0 0 

-- 


Stock-In-Trade 





Hetail Dept. 


5,200 0 0 



Works 


0,160 0 0 


20,000 0 0 

Sundry Debtors 


4,460 0 0 


6,000 0 0 

Investments:— 




1,500 0 0 

O OR.A A A 

Consols (at cost) , 


6,000 0 0 


o,2DU U U 

Cash at Bank . 

9,800 0 0 




Cash in hand . 

150 0 0 






9,960 0 0 


£34,760 0 0 j 



£34,750 0 0 


TABULAR BOOK-KEEPING 

The term Tabular Book-keeping'' is sometimes loosely 
used to denote any form of book, either ledger or book of first 
entry, which is arranged in columnar form with additional money 
columns to facilitate the classification of the entries recorded 
therein. Strictly speaking, however. Columnar and Tabular 
systems of book-keeping are quite distinct; the term “ columnar 
referring to books of first entry such as columnar cash books, 
columnar day books, etc., while the term “ tabular ’ is more 
corre43tly applied to a special form of ledger which also serves 
as an aualytical day book. 

The use of these tabular ledgers is restricted to those 
businesses the transactions of which involve detail of a fairly 
standardised nature. For example, the visitors' ledger of an hotel 
will normally contain entries for such ‘‘ items " as bedrooms, 
meals, wines, cigars, baths, small disbursements for taxi fares, 
telephone calls, stamps, and sundries, as shown in the example 
on page 468, In the case of a local authority which levies rates 
or of a company which supplies gas, water, or electricity, the 
transactions are, of course, even more standardised, and an 
entry against each person's name in the column headed Quarter 

ending.19..." is all that is required. The example 

referred to above and also those shown on pages 466 and 467 
should be studied carefully in conjunction with the following 
explanation:— 

It will be noted that in the case of tabular ledgers, several 
additional money columns are provided on each page, and, as 
the ledger also serves as an analytical day book, it records on 
the same page both the nominal and personal accounts, one 
class of account being kept horizontally and the other vertically. 
In the case of rental, rates and consumers' ledgers, a separate 
line is used for each person while a separate column is devoted 
to each class of transaction, but in the case of hotel ledgers it 
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is more convenient to show the personal accounts vertically 
in the columns provided, and to show each class of transaction 
horizontally. 

In these classes of transactions the total number of personal 
accounts is so very considerable that a ledger constructed on 
the ordinary lines would be both cumbrous and inconvenient; 
on the other hand, tabular ledgers combine convenience with 
utility, and effect a considerable saving of clerical labour. 

Tabular ledgers are, of course, ruled to accommodate both 
debit and credit entries as are personal ledgers, but while the 
latter are divided into pages to record the transactions with 
various persons—usually one person to a page—the basic 
principle of the tabular system is that the ledger is divided into 
pages or series of pages according to the date of, or the period 
covered by, the transactions. Thus, in the case of an hotel 
ledger, a certain page will record the transactions upon a specific 
date, while in the case of a rental, rates or consumers" ledger, 
a certain page is devoted to the transactions for a specific 
period. 

According to the method employed, successive debit items 
are arranged side by side across the page, and their totals are 
shown in a total column at the extreme right of the page ; while 
the successive credit items are arranged underneath each other 
with their totals at the foot of the page. Alternatively, this 
arrangement may bo reversed. 

It will be realised that, by reason of the horizontal additions 
(or cross-casts each page is self-checking, for the final total 
of the total column at the extreme right of the page must agree 
with the final cross-cast total of the individual vertical column 
totals. Any errors in addition are, therefore, easily located, 
and thus tabular ledgers are very easily balanced, notwith¬ 
standing that there may be several thousand accounts in one 
ledger. Other advantages which accrue under this system 
are— 

(1) Many personal accounts are kept on the same page 

or folio. 

(2) The accounts are easily kept up-to-date, and the 

position of any one personal account can be readily 

ascertained. 

(3) A continuous and detailed analysis of the nominal 

accounts is automatically kept from day to day. 

The examples of tabular ledgers which are given on pages 
466 and 467 should be studied carefully, particular attention 
being devoted to the manner in which the equalising final total 
credit is made for the individual debits, and similarly, the 
equalising final total debit for the individual credits. Apart 
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Many forms of these tabular ledgers have additional ** short *' inset leaves to accommodate particulars relating to later periods ; only columns 
B. being repeated on the inset leaves, thus avoiding the necessity for rewriting the names and addresses on each leaf. A weekly rental ledger may 
sufficient leaves to one opening to last three montfa^, while a quarterly ledger would similarly last three years. 










CONSUMERS’ LEDGER FOR GAS COMPANIES. 
For Quarter ended 25th March, 19... 
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from these examples, the basic principle of tabular ledgers is 
equally adaptable to the customers' ledgers of other commercial 
concerns such as laundries, bakers, dairymen, etc., where accounts 
are paid on regular fixed days. 

It must be observed, however, that Tabular Book-keeping 
has its limitations, and its practical utility is confined to those 
businesses or undertakings the transactions of which are of a 
stereotyped nature and occur at fairly regular intervals. Where 
transactions are of an irregular nature, occurring at irregular 
intervals, or where it is essential to have a continuous record 
of each personal account, tabular ledgers are not suitable and 
the ordinary form of ledger is far more convenient. 

Hotel Visitors’ Ledgers. 

It will be noted from the illustration of this ledger that the 
debits to the personal accounts occupy the upper portion of 
each page while the credits are shown in the lower portion. 
These books are often of an exceptional width, showing as many 
as 25 to 30 columns on a folio, and small hotels are able to record 
the whole of each day's transactions on one page. For larger 
hotels it is necessary to use additional pages, or, alternatively, 
to use separate ledgers for different series of rooms. 


HOTEL VISITORS’ LEDGER. 

Monday, 1st January, 19.. 


Room No. 

1 

1 

2 

3 

4 


il 

etc. , j 


DEBITS. 

! Visitor’s 
Name. 

Visitor’s 

Name. 

Visitor’s 

Name. 

Visitor’s 

Name. 

Visitor’s 

Name. 


Debits. 

Total. 

Balance bjf. 
Apartments 
Breakfasts 
Luncheons 

£ s. d. 

£ s. d. 

£ B. d. 

£ 8. d. 

£ 8. d. 


Balance bjj. 
Apartments 
Breakfasts 
Luncheons 

£ s. (1. 

Teas 

Dinners 

Suppers 







Teas 

Dinners 

Suppers 


Wines 

Spirits 

Mineral Waters 





! 

1 


Wines 

Spirits 

lillncral Waters 


Attendance 

Baths 

Fires 




1 1 

1 

! 1 

1 

1 


Attendance 

Baths 

Fires 


Laundry 

Sundries 







Laundry 

Sundries 


Total 

£ 

£ 

£ . _! 

£ i 

s . _1 


Total 

£ 

Credits. 

Cash Received 
Allowances 

Ledger Account 
Balance ejf 

£ s. d. 

£ 8. d. 

£ s. d. 

£ e. d. 

£ 8. d. 


Credits 

Cash Received 
Allowances j 

Ledger Account 
Balance cjf. 

£ 8. d. 


£_ 

£ 

£ 

J _ 

£_ _ 



£ 
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MONTHLY SUMMARY BOOK FOR HOTEL VISITORS’ LEDGER. 



Apartments. 

Breakfasts. 

Luncheons. 

Teas. 

_ i 

t 

1 

Suppers. j 

1 

( 

Wines. 1 

Spirits. ^ 

Mineral j 

Waters. 

Attendance. 

Baths. 1 

Fires. 1 

1 

Laundry. I 

Sundries. 

Total. 

19.. 
Jan. 1 
« 3 

1, 3 

» ^ 

etc. 

£ 8. d. 

£ 8. d. 

£ 8. d. 

i 

£ s. d. 

£ s. d. 

£ s. d. 

£ a. d. 

£ 8. d. 

£ 8. d. 

£ s. d. 

£ s. d. 

£ 8. d. 

£ S. d. 

1 

£ 8. d. 

£ 8. d. 

Monthly 

Total. 


£ 


£ 

£ 

£ 

£ 

X 

£ 

£ 

£ 

£ 

!£ 

£ 

£ 


The entries In this book are abstracted daiJy from the Hotel Visitors* ledger, and, at the end of each month, 
the totals are credited to the appropriate accounts In the impersonal ledger. Usually, each page records the 
whole month's transactions and each page is self-balancing, the “ cross-casts " of the totals at the foot of the 
vertical cdumns equalling the final total at the foot of the total column at the extreme right of the page. This 
book also acts as a convenient record for statistical purposes. The “ credits ” at the foot of the Visitors’ Ledger 
may be summarised in a similar maimer. 

Where two or more pages are used for one day's transactions, 
the cross-cast totals must be carried forward from page to page 
in order that the total transactions of each class for the one 
(lay may be obtained. The ledger is written up daily and the 
balance carried forward each evening. 

To arrive at convenient totals for posting to the accounts 
in the impersonal ledger the general practice is to use a Monthly 
Summary Book as illustrated above. An alternative procedure 
is to provide additional total columns at the extreme righi-hand 
side of the page thus :— 



Totals. 

Debits. 

Daily 

Total. 

Total 

Total 

Brought 

Carried 


Forward. 

Forward. 


^ s. d. 

£ s. d. 

£ 8. d. 

BalartM bid ... 

Apartments, etc. 



! 

i 

_ 1 


The credits at the foot of the page are dealt with in a similar 
manner. While this method may be suitable for small hotels, 
it has disadvantages in the case of large concerns because of the 
large number of cross oasts and the unwieldly figures that become 
necessary. 
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A practical disadvantage of these large tabular ledgers is 
the tendency to enter amounts on the wrong line or in the wrong 
column. To overcome this difficulty, it is usual to introduce 
extra horizontal lines (in differently coloured ink) across the 
page to assist the eye when entering up the ledger. 

It is customary for hotel bills to be settled weekly, hence 
the provision for “ balances brought forward at the top of 
each day's page and “ balances carried forward " at the foot of 
the page. The accounts are usually cleared upon payment at 
the end of each week, but in some cases arrangements are made 
for a more extended period of credit, and the amounts owing are 
transferred to the debit of a personal account in the debtors' ledger. 

Other Tabular Ledgers. 

The Consumers’ Ledgers of electric light and water companies 
and the Rate Ledgers of municipal authorities are arranged in a 
similar manner to the example of a Gas Consumers' Ledger 
illustrated on page 467. The material information to be re¬ 
corded in these ledgers, however, necessarily differs. For 
example, in the case of electric light undertakings, electricity 
is supplied for two purposes, lighting and power, and differential 
rates are charged for these services. Similarly, water companies 
charge private householders on the basis of the annual rental 
value, but in the case of certain traders or manufacturers a meter 
is snscalled and the charge is based upon the quantity consumed. 
Again, Rate Ledgers have credit columns for such items as 
Amounts legally excused " and ‘‘ Irrecoverables." The former 
is used in cases where no rates are chargeable on empty houses, 
and the latter records the amounts not collected as a result of 
appeals or the poverty of ratepayers and losses from other causes. 

The headings of the three ledgers above referred to may be 
summarised and compared as follows :— 


BLEOTBJO LIGHT COMPANIES. 

1 

WATER COMPANIES. 

! 

j RATES. 

Debits. 

Credits. 

Debits. 

CREDriB. 

! DEBITS. 

1 

Credits. 

Ret. No. 

Name. 

Address. 

Consumption in 
B.T. Units. 

Price per Unit. 
Amount. 

Meter i^nt. 

Rent of Fittings. 
Arrears &//. 

Date Paid. 

Amount received. 
AUowanoes. 
Arrears c//. 

Arrears b//. 

Date Paid. 

Amount received. 
Allowances. 

Assessment No. 

Occupier. 

Owner. 

Description of 
Property and 
Situation. 

Gross Rental. 

Assessable Value. 

Amount assessed 
upon occupier. 

Amount assessed 
upon owner. 

Arrears bff. 

Date Paid. 

Amount Paid. 
Allowances to 

Ret. No. 

Name. 

Address. 

Rateable Value. 
Amount due. 

Extra Services. 

Date Paid. 

Amount received. 
Bad Debts. 
Allowances. 

Arrears cjf. 

Amount legally 
excused. 
Irrecoverables. 
Arrears cjf. 

Total Debits. 

Torili CREDITS. 

Total Debits. 

Total Crbditb. 

total Debits, 

Total OREDiia 



, 
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These ledgers ordinarily contain several thousand names, 
and to avoid the necessity of rewriting the particulars ^each 
year, it is usually arranged that each page shall contain sufficient 
columns (or openings) for the book to last three or four years. 

In addition to the headings above enumerated, tabular 
ledgers of gas, water and electric light companies often contain 
various statistical and other information. Rate Ledgers, for 
example, usually record the particulars for the municipal and 
parliamentary registers of voters. The detail work involved 
in the accounts of these bodies, however, is beyond the scope of 
this treatise and students desiring further information are 
advised to refer to a special manual on the subject. Summarised 
particulars of these special ledgers are given here simply to 
demonstrate the practical utility and advantages of tabular 
ledgers. 

EXERCISE 11. 

A. What do you understand by the term self-balancing ledgers ? Explain 
their nature, and show their importance in a large trading concern. 


B. In the case of a limited company having about 10,000 sales ledger accounts, 
state how it is possible to ascertain the total amount owing to the company (on 
these sales ledger accounts) without having to make a list of the balances. 

Briefly outline the system which you would recommend. 


C. Henry Walsh keeps his sales ledger upon the “self-balancing” principle. 

IVorn the undermentioned particulars prepare the necessary “Sales Ledger 
Adjustment Account ” as it would api)ear in the General Ledger on Slst January. 

£ 

Jan. 1. Total debtors’ debit balances at this date were . 12,542 

Jan. 31. Total goods sold to customers for the month . 21,658 

Total goods returned by customers for the month 942 
Total cash received from customers for the 
month ....... 15,621 

Total discount allowed to customers for the 
month ....... 968 

Total acceptances received from customers 
during the month ..... 3,471 

Total acceptances dishonoured by customers 
during the month.542 


D. From the following particulars write up A. Price’s Bought Ledger for the 
month of November, and make it self-balancing. Prove the accuracy of your 
work by extracting a Trial Balance at the end of the month. The creditors as at 
Ist November were : W. James, £132 188 2d.; M. Baker, £218 14s. 7d.; J. Cox, 
£92 19s. 6d.; M. Davies, £103 8s, 5d.; P. Edmunds, £73 19s. 5d.; S. Foster, 
£178 3s. 4d. Price’s transactions for the month were as follows ;— 


Nov. 1. Bought of J. Cox, Goods . . . . 

„ 6. Paid M. Davies (Discount £5 38. 5d.) 

„ 12. Bought of W. James, Goods 
„ 13. Paid to S. Foster on account . 

„ 14. Accepted W. James* Draft (Discount 
£4 Os. 5d.). 


£ 8. d. 
36 15 1 
98 5 0 
123 14 7 
40 0 0 


76 8 0 
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£ 

s. 

d. 

Nov. 18. 

Bought of M. Baker, Goods 

32 17 

4 

„ 19. 

Returned Goods to P. Edmunds 

13 16 

3 

„ 20. 

Paid P. Edmunds (Discount £3 Os. 2d,) 

57 

3 

11 

„ 24. 

Bought of M. Davies, Goods 

63 13 

6 

tt )> 

Paid J. Cox (Discount £4 12s. lid.) . 

88 

6 

6 

» 

Bought of P. Edmunds, Goods . 

24 

7 

9 

» 26. 

Accepted S. Foster’s Draft (Discount, 





£63s. 6d.). 

98 

4 

6 

„ 29. 

Paid M. Baker on account 

60 

0 

0 

ft ft 

Returned Goods to M. Baker 

18 

7 

7 

tt jt 

Bought of S. Foster, Goods 

82 

19 

6 

„ 30. 

Paid W. James on account 

26 

0 

0 


E. In the business of X. Y. Z. & Co., the following books are in use: one Bought 
Ledger, two Sold Ledgers (Town and Country), one Private and Nominal Ledger, 
one Bank Cash Book, one Petty Cash Book, two Sales Books (Town and Country), 
one Purchases Book, and one Journal. Explain briefly what alterations (if 
any) it would be necessary to effect in these books in order to introduce the 
self-balancing ledger system. 


F. S. Gormley is in business as a wholesale draper. His financial position 
on 1st January was as follows;— 

Cash at bank, £612; Furniture and Fittings, £372; Stock on hand, £985; 
Debtor : R. Frank, £78; Creditor : A. Huntley, £308. 

Open the necessary accounts in the Sales, Purchases, and General Ledprs 
to record the above particulars, and post thereto, through the proper subsidiary 
locks, the following transactions :— 

Jan. 2. Purchased, on credit, from G. Benton :— 

3 dozen wool scarves at 5s. I Id. each. 

1 gross beaded trimmings at 4s. 6d. per dozen. 

Less 10% trade discount. 

„ 4. Returned, to G. Benton, 6 scarves as faded. 

„ 6. Drew and cashed cheque and paid, in cash, salaries and wages, 

£32. 

„ 6. Paid, by cheque, £200, on account to A. Huntley. 

„ 6. Sold to A. Brown, 24 wool scarves at 78. 6d. each. 

„ 8. Purchased, from D. Jones, job lot of 20 velour costumes at two 

guineas each. 

„ 10. Sold, on credit, to R. Frank, 50 costumes at £2 12s. 6d. each. 

„ 13. Drew and cashed cheque and paid, in cash, office salaries, and 
wages, £34. 

„ 14. Cash sales to date £87, Paid into Bank. 

„ 16. Paid, by cheque to the Loudon Packers, Ltd., packing materials, 
£49; and to the Midland Railway Co., railway carriage, 
£12 48. 6d. 

I, 17 R. Frank sent oheque in settlement of his December account, 
less 6% cash disajunt. 

„ 20. Purchased, by cheque, new show-case, £76. 

„ 22. Paid G. Benton the amouunt of his account, less 5% cash discount. 

„ 22 A. Brown gave a 3 months Bill for the amount of his account. 

Balance the Ledger and Cash Book, as on 22nd January, and extract a separate 
Trial Balance of each ledger. 

Note ;—No Profit and Loss Accoimt or Balance Sheet is to be prepared. 
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G. A business is carried on in tliree separate departments. Expenses not 
directly chargeable to any department are apportioned, one-half to A, three- 
tenths to B, and one-fifth to C. From the following particulars prepare Trading 
and Profit and Loss Accounts of the three departments (in columnar form), 
showing the gross and net profits, and the percentages thereof and of the totals, 
to turnover, exclusive of inter-departmental transactions ;— 

Stocks on hand, let January, 

A Department, £1,782 ; B, £660; 0, £125. 

Stocks on hand, Slst Decern ter, 

A Department, £1,936 ; B, £471; C, £316. 

Outside Sales for the year, 

A Department, £11,174; B, £5,613 ; C, £4,851. 

Inter-Departmental Sales, 

A to B, £904; A to C, £482; B to A, £1,120; B to C, £219; C to 
A, £348. 

Wages, 

A Depiirtmcnt, £2,740 ; B, £1,328 ; 0, £915. 

Outside Purchases, 

A Department, £4,041 ; B, £1,537 ; Q £1,250. 

Salaries, 

A Department, £945 ; B, £572 ; C, £416. 

Management Salaries, £1,200 ; Rent, Rates, and Taxes, £1,460 ; Insurance, 
£210; Horses, Vans, etc.. Expenses, £870; Postages funl Telegrams, 
’ £110; Bad Debta, A £276, B £143, C £224 ; Simdry Expeiiac.s, £630; 
Depreciations written off, £740; Stationery and Printing, £260; 
Advertising, £450. 


H. Dixon and Kemp are trading in partnership as stationers in Fleet Street, 
and prmters in Clerkenwell. Dixon manages the former department, the 
printing works being in charge of Kemp. It is agreed that the printing works 
shall have credit for 90% of the printing sales, that all sums which eaimot te 
definitely allocated to either department shall te charged two-thirds to Stationery 
and one-third to Printing, and that each partner shall te entitled to half the 
profits of his department. After charging interest at 5% on capital against the 
remaining profits, the balance is to be divided in the proportions of five and 
three. The following Ls the Trial Balance on 30th Jmie, 1911. 


£ £ 

Dixon, Capital, 1st July, 1910 . . . . 4,000 

Kemp, do. do. .... 3,000 

Printing Works I./ease and Building, 1st July, 

1940, expires Ist July, 1950 . . . .3,750 

Stocks on hand, Fleet Street, 1st July, 1940 1,846 

Stocks on hand, Clerkenwell, 1st July, 1940 3,194 

Loan on Mortgage of Printing Works at 5% . 2,100 

Instalment paid off Mortgage, 30th June, 1911 . 300 

Plant and Machinery, Clerkenwell . . . 2,480 

Furniture and Fittings, Clerkenwell . 190 

Furniture and Fittings^', Fleet Street . . 560 

Sales, Stationery and Sundries . 9,463 

Printing Sales. 14,290 

Purchases, Fleet Street ..... 7,247 

Paper Purchases, Clerkenwell - 4,821 

Printing Ink, Clerkenwell, 1»619 

Type and Sundries, Clerkenwell . 1,208 

Wages and Salaries, Fleet Street . . 875 

Wages and Salaries, Clerkenwell . . 2,749 


Carried forward £30,839 £32,853 
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£ 

Brought forward 30,839 


Rent, Fleet Street.360 

Ground Rent, Clerkenwell .... 100 

Debtors.4,736 

Creditors. 

Cash at Bankers.671 

Cash in hand . . . . 24 

Travellers’ Salaries and Commi^ion . . 786 

General Expenses, Carriage, etc. . . . 622 

Light, Fuel, and Insurance, Fleet Street . . 76 

Rates, Taxes, and Insurance, Clerkenwell . . 262 

Fuel and Light, Clerkenwell . . . . 119 

Bad Debts written off.48 

Reserve for Doubtful Debts .... 

Repairs and Renewals, Clerkenwell ... 82 

Interest on Loan.106 

Dixon, Drawings, including Income Tax . . 672 

Kemp, do. do. . . 468 


£ 

32,863 

6,666 


261 


£39,660 £39,660 


Wrile off Printing Works Lease, £375, Plant and Machinery, 7J%, Furniture 
and Fittings, 10%; bring Reserve for doubtful debts to 6J% on Debtors ; the 
Stocks on hand at 30th June, 1941, were, Fleet Street, £2,382; Clerkenwell, 
£3,4JS. P''epre Profit and Loss Account for the year ended 30th Juno, 1941, 
anu Bi laiiCe Sheet as on that date, keeping the partners’ Current Accounts 
distinct from Capital Accounts. 


t. The following figi^s were extracted from the books of James Wendover, 
who <»rriod on business in two departments, A and B. 

£ £ 


Stock, 

A 



10,000 


ft 

B 



2,000 


Ihirchases, 

A 



30,000 


Discounts, 

A 



800 


Wages, 

A 



3,000 


ft 

B 



3,000 


Rent, 

A 



260 


ft 

B 



400 


Rates, 

A 



100 


tf 

B 



160 


Gas and Electricity, 

A 



60 


ft 

B 



200 


Travelling, 

A 



100 


ft 

B 



60 


Motor Expenses, 

A 



300 


ft 

B 



200 


Bank Charges 

A 



76 


ft 

B 



26 


General Expenses, 

A 



360 


ft 

B 



250 


Sales, 

A 




40,400 

ft 

B 




8,000 

Discounts, 

A 




600 

Income Tax, 

A and B 

• 


1,600 



Carried forward 

£62,800 

£49,000 
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Debtors 
Buildings . 

Plant and Machinery 
Motor Waggon . 
Creditors . 

Bank 
Capital 
Drawings . 


£ 

£ 

Brought forward 52,800 
. 10.000 
. 20,000 
5,000 
1,000 

49,000 


8,000 


2,000 

*. ! ! ! 2,000 

31,800 

£90,800 

£90,800 


The stock of the A department at 31st December was £12,000» and the 
stock of the B department-Aiil. 

You are required to prepare separate Trading and Profit and Loss Accounts for 
the two departments for the year ended 31st December, and Balance Sheet at 
that date. 

Provide £500 for Bad Debts on the A department and 7J% Depreciation 
on the Plant and Machinery in B department. Charge 6% Interest on capital 
to P. & L. account, and 1 J% discount on Debtors before providing for Bad Debts, 
and 2J% on Creditors to A department. Reserve £2,500 for Income Tax. 


J, X. & Y., Merchants, carry on their business through five departments, 
numbered 1 to 5. During their firat trading period the results are :— 


Dkpabtmbnts 

1 

2 

3 

4 

5 


£ 

£ 

£ 

£ 

£ 

Purchases . 

25,000 

15,000 

5,000 

13,000 

17,000 

Sales . 

24,000 

10,500 

4,750 

11,500 

15,000 

Stock on hand 

6,000 

7,000 

1,000 

3,000 

6,000 

The expenses, which are to be charged to each department 
to the purchases for that department, are as follows :— 

in proportion 

p 

Salaries and Commissions 




2,760 

Rent and Rates . 

, 


. , 


750 

General Expenses 
Insurances . 




• 

600 

250 


Show the final result and the percentage on sales in each department, and 
also the combined results with percentage on total sales. 


K. What is meant by the term “ Tabular Book-keeping ” ? In what 
circumstances is the system advantageous ? Submit the ruling of a book framed 
on these lines, and describe and illustrate the method of keeping it. 


L. Sketch the system of book-keeping and accounts you would recommend 
for an hotel. 


M. Give the form of a tabular ledger for a gas. water, or electric light 
company, stating its special features and characteristics. 











CHAPTER XII 


BRANCH ACCOUNTS 


Branch Accounts record the trading transactions of different 
branches of the same business, whether such branches are 
situated in the same town or at other towns in this country or 
abroad. These accounts may be divided into the following 
main classes :— 

(1) Home Branch Accounts— 

(a) Where all transactions are recorded at Head 

Office. 

(b) Where the branches keep their owm records. 

(2) Colonial and Foreign Branch Accounts. 

Tbe bookkeeping systems employed necessarily vary with 
the nature of the business transacted and with the special cir- 
cumsi^uices of each case. For example, while colonial and foreign 
branches almost invariably trade independently and thus record 
their own transactions, home branches include such varied 
types as the following :— 

(1) Branches for the receipt of orders transmitted to, 

and executed by, the Head Office. 

(2) Distributive branches or depots for the execution of 

orders from Head Office. 

(3) Branches trading independently. 

(4) Retail selling branches. 

The accounts relating to the first two sub-classes of home 
branches will consist mainly of expenditure accounts for wages, 
salaries, travelling and sundry expenses, etc., and do not call 
for detailed consideration. Usually, tiie branch manager is 
supplied with a round sum for disbursements, and weekly or 
other periodical returns are made by liim to Head Office, upon 
receipt of which, the Head Office forwards a replacement cheque 
for the total amount of the branch expenditure. The expendi¬ 
ture returns are analysed and the totals of each class of expendi¬ 
ture are debited to the appropriate Branch Expenditure Account 
in the Head Office books, a credit entry for the final total being 
made in the Branch Cash Account. 

Branch Transactions recorded at Head Office. 

Where the branch trades independently—i.e., when it makes 
its own purchases and sales or, alternatively, receives goods 
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from Head Office which it sells to its own customers, either for 
cash or on credit, but the whole of the transactions are recorded 
in the Head Office books—there is little to distinguish the branch 
accounts from departmental accounts. In effect, the branch 
is but a separate department which, for convenience of trade, is 
housed in a separate district or town. While, however, the 
principles of departmental accounts apply to this class of branch 
accounts, there must necessarily be several points of divergence 
in actual practice which modify the following summary of the 
branch transactions and procedure. 

Periodical returns (usually daily returns for credit sales but 
weekly returns of purchases and expenses) are made by the 
branch to the Head Office. In some cases, invoices for sales 
on credit are despatched to the customer by the branch; in 
other cases, an advice note only is sent, and the invoice des¬ 
patched by the Head Office, on receipt of the branch daily returns, 
the amount owing being recorded in the usual way in the books 
of account. In such cases, the accounts are usually collected 
by the Head Office, and the only cash received by the branch 
will be for cash sales, the amount of which is generally paid in full 
into a local branch of the concern's bankers for transmission to 
the Head Office. 

Invoices for purchases made by the branch (after being 
certified as correct by the branch manager) are despatched to 
the Head Office, where they are entered in the usual books of 
account. Where the Head Office supplies the branch with 
goods, the value is debited to an account for t hat b ranoh in the 
Head Office General Ledger, and is credited to a Goods sen t 
^_Bxanches Account." Supplies to branches are eventually 
credited to the Head Office Trading Account where they fliould 
be shown as a separate item, while purchases made by branches 
are debited to the Branch Trading Account. 

Branch expenses are met out of cash supplied by the Head 
Office specially for that purpose, usually on the imprest system. 
The transmission of separate remittances from the branch for 
cash sales and separate remittances to the branch for expenditure 
tends to the simplification of the financial records, and, inci¬ 
dentally, affords a more efficient check upon the branch 
management. 

In some cases, a separate ledger is kept for each branch, in 
which is recorded the whole of the accounts relating to that 
branch, while an adjustment accoimt for each separate branch 
ledger is kept in the General Ledger on the same lines as 
the adjustment accounts described in connection with self¬ 
balancing ledgers. 

The Trading and Profit and Loss Accounts relating to such 
branch accounts are compiled in the same manner as those for 
departmental accounts. 
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Branch Transactions recorded in Books kept by Branches. 

Where a branch trades independently of the Head Office 
to any extent, it is usually more convenient for the branch to 
establish its own complete book-keeping system, on double¬ 
entry principles. In such cases, the Head Office will open a 
Ttrann h Account in its General Ledger, debiting this account 
wHETcash supplied by Head Office, and with expenditure. on_ 
stock and fix tures, etc., for the branch, and crediting the account 
with returns and remittances made by the branch to Head 
Office. 

Similarly, the branch will open, in its own books, a Head 
Office Account which is credited with the amount of goods, 
stock, and cash received, and debited with returns and remit¬ 
tances to Head Office. In effect, therefore, the bookkeeping 
relationship between Head Office and branches when this 
system is adopted is practically that of debtor and creditor, 
and a debit balance on the Branch Account in the Head Office 
books represents the amount “ owing ” to the Head Office by 
the branch concerned. In other words, the debit balance is 
an a^sset representing the net capital invested in the branch. 

From the branch view-point, the credit balance of its Head 
Office Account is its net trading capital, and represents its 
liability to the Head Office. 

When the arrangement here described is adopted, it frequently 
happens that while the Head Office supplies goods to the branch, 
the letter also makes purchases on its own account. Thus, the 
branch trades as a separate unit, and in these circumstances it 
keeps its own banking account. It effects both cash and credit 
sales, for which it renders its own accounts to the customers, 
and pays any cash received into its own banking account. 
Similarly, payments for purchases and other expenditure are 
made direct by the branch on its own responsibility. 

Periodically, statistical returns are made by the branch to 
the Head Office, showing the nature and volume of business 
effected, etc., while remittances are made to the Head Office, 
as occasion requires, in respect of— 

(o) Goods supplied by Head Office ; 

(b) Surplus funds. 

If the branch needs further funds for trading purposes, its 
requirements are supplied by a remittance from Head Office. 

At the end of each trading period, the branch compiles its 
own Trading and Profit and Loss Accounts and Balance Sheet, 
and forwards an authenticated copy of these documents, together 
with a copy of the Branch Trial Balance, to the Head Office, for 
incorporation in the Head Office accounts. 
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Incorporation of Branch Figures in the Head Office Books* 

There are several methods of incorporating branch figures 
in the Head Office books, varying according to the circum¬ 
stances of each case. For example, it is a common practice for 
a branch to submit to the Head Office monthly summaries of 
its own transactions, including, inter alia :— 

(a) Total sales (cash and credit) and returns inwards. 

(b) Total purchases and returns outwards. 

(c) Total receipts from debtors and payments to creditors. 

(d) Classified summary of other expenditure. 

(e) Particulars of bad debts, losses, etc., separate detailed 

schedules being supplied where necessary. 

The summary statement for transactions with debtors 
commonly takes the following form. 

BRANCH A. 

SUNDRY DEBTORS, 31st January, 19.. 


19.. 
Jan. 1 
„ 31 

,, 31 

31 

To Balance owing by debtors . 

„ Sales for month 
„ Dishonoured cheques 
„ Other debit charges (stating 
nature, etc.) .... 

i 

£ 8. d 

i 

1 

1 

£ 8. d. 

1,250 10 0 
1,600 10 0 
51 0 0 

nil 



j 

i 

2,902 0 0 

» 31 

By Cash received from debtors. 

1,125 0 0 1 


,, 31 

„ Discount allowed to debtors 

62 10 0 


„ 31 

„ Returns inwards 

125 0 0 


« 31 

! „ Bad debts .... 

nil 


„ 31 

„ Other items credited to debtor 



i 

(stating nature, etc.) 

nil 


I 

.. ... 

i _ ___ _ .. 

1,312 10 0 

Jan. 31 

Balance owing by debtors . . . . 

£1,589 10 0 


It will be observed that this statement is very similar, in so 
far as the respective items are concerned, to the adjustment 
account for a sales ledger kept on the self-balancing principle. 
The utility of this return lies in the opportunity it provides for 
comparison of the outstanding debtors with the turnover for 
the month, and for the comparison of the results attained by the 
various branches, in those cases where several branches exist. It 
is not usual for a branch keeping its accounts on these lines to 
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submit a detailed list of its debtors, but where any of its accounts 
have been outstanding longer than a specified period, a schedule 
of these “ old accounts is submitted to Head Office with a 
statement of the steps taken to recover the debts. 

Even when the branches maintain full sets of account books, 
the practice is sometimes adopted of opening separate ledgers 
at Head Office for each branch, and a complete set of accounts 
is raised to record the monthly totals of the various transactions 
of each branch, as detailed on the periodical statements. The 
Branch Account in the Head Office General Ledger then serves 
the purpose of an adjustment account for the branch ledger, 
as it receives— 

(а) The equalising total credit for the various debits to 

the accounts in the branch ledger ; and 

(б) The equalising total debit for the various credits to 

the accounts in the branch ledger. 

As the branch ledger records summarised figures for the 
v/hole of the branch transactions, the Head Office is able to 
construct the Trading and Profit and Loss Accounts relat¬ 
ing to each branch in the usual manner. These branch 
loaders arc sometimes arranged in columnar form, so that one 
foho records, side by side, the particulars relating to several 
}.rii,ncLcs. 


Incorporating the Final Accounts in Head Office Books. 

It more generally happens, however, that where the branch 
keeps its own books, only the final figures relating to the branch 
transactions are incorporated in the Head Office books. This 
incorporation may be effected by two methods, which may 
conveniently be described as the “ Simple and “ Complete '' 
methods. 


THE ‘‘SIMPLE” METHOD OF INCORPORATING 
BRANCH FIGURES. 

Under the Simple " method, the procedure is as follows :— 

(1) Debit the Branch Account with the net profit dis¬ 

closed by the Branch Profit and Loss Account, and 
credit the General Profit and Loss Account. (If 
a loss is sustained, the Branch Account is credited 
and the General Profit and Loss Account is debited.) 

(2) When preparing the General Balance Sheet, add the 

figures of branch stock, debtors, creditors, etc., to 
the figures for similar items in the Head Office 
accounts, hut omit the balance of the Branch Account. 
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The following example illustrates this method :— 

EXAMPLE. 

The Reading branch of Universal Traders, Ltd., closed its books on 30th June, 
when the following Trial Balance was compiled. 



Dr. 

Or. 


£ 

£ 

Sundry Debtors. 

2,400 


' Sundry Creditors .... 


1,720 

■Cash in hand ..... 

380 


Fixtures, Furniture, etc. 

1,250 


Stock at Ist January .... 

460 


Goods from Head Office 

6,800 


Purchases. 

13,290 


Sales ....... 


22,500 

Wages and Salaries .... 

1,100 


Trade Expenses. 

1,060 


Head Office Account .... 


2,500 

n 

£26,720 

£26,720 


The closing stock on 30th June was £620. The balance on Head Office 
Account at January Ist was £2,300 and the cash remitted to Head Office was 
£6,600. Close the branch books, prepare the Branch Trading Account and 
Balance Sheet, and incorporate the final result in the Head Office Books. 

Note. —In practice, a more comprehensive trial balance with fuller details 
of expenses, etc., would generally Ikj obtained. 


Branch Books. 


JOURNAL. 


19.. 
June 30 

Branch Trading Account . 

To Sundries— 

Stock .... 

Goods from Head Office 
Purchases 

Wages and Salaries . 

Trade Expenses 

Being balances transferred. 

. Dr. 

1 

i 

• I i 

1 

£ 

22,690 

£ 

450 

6,800 

13,290 

1,100 

1,050 

June 30 

Sundries— 

Dr.\ 




To Branch Trading Account . 

■ ■ 1 


23,020 


Sales Account .... 


22,600 



Stock . 

• • i 

620 



Being balance transferred and 

closing 

1 



stock at this date. 

; 

1 


June 30 

Branch Trading Account . 

Dr) 

330 



To Head Office Account . 

{ 


330 


Being net profit for half-year transferred, j | 

1 _ 



Q 
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BRANCH TRADING ACCOUNT. 

Dr. Foe the Half-Yeae ended 30th June, 19.. Ur. 



£ 



£ 

To Stock at Ist January 

450 


By Sales . 

22,600 

„ Goods from Head 



„ Stock at 30th June 

520 

Office 

6,800 




„ Purchases 

13,290 




,, Wages and Salaries . 

1,100 




,, Trade EzMnses 

1,060 




„ Balance, oeing Net 





Profit transferred 





to Head Office 





Account . 

330 





£23,020 

1 



£23,020 


Dr. 


HEAD OFFICE ACCOUNT. 


Or, 


To Balance . 

c/d* 

£ 

2,830 

19.. 
June 30 

*» 

By Balance . 

„ Trading Account 

bid. 

£ 

2,600 

330 



£2,830 




£2,830 




July 1 

By Balance . 

hjd. 

2,830 


BRANCH BALANCE SHEET. 
As AT 30th June 19,. 


Liabilities* 


£ 

Assets. 

£ 

Sundry Creditors 

, 

1,720 

Fixtures, Furniture, etc. 

. 1,250 

Head Office Account 

£2,600 
. 330 


Stock-in-trade . 

620 

Add Net Profit 

2,830 

£4,660 

Sundry Debtors 

Cash in hand 

. 2,400 

380 

£4,660 







Head Office Books. 


JOURNAL. 


19.. 


June 30 


Branch Account. Dr* 

To General Profit and Loss Account . 

Being net pro^ for the half-year as per 
Branch Trading Acemnt, 


£ £ 
330 

330 
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The following Branch Account in the Head Office ledger is 
shown to illustrate fully the transactions for the whole trading 
period. 


Dt. branch account. Cr. 


19.. 
Jan. 1 
J une 30 

To Balance . 

„ Goods 

bjd. 

£ 

2,300 

6,800 

19.. 

June 30 
„ 30 

By Cash Remittances . 

„ Balance . 

I 

cjd. 

£ 

6,600 

2,600 




£9,100 





£9,100 

June 30 

,, 30 

To Balance . 

„ Net Profit 

1 

bjd. 

2,600 

330 

June 30 

By Balance— 

Fixtures, etc. 
Stock-in-trade 
Debtors . 

Cash 

£ 

1,260 

620 

2,400 

380 




« 



i 

Leas Creditors 

4,660 

1,720 










c/d. 

2,830 




£2,830 

i 




£2,830 

J une 30 

To Balance , 

bid. 

2,830 

1 

1 






It will be observed that the balance of the Branch Account 
consists of the branch assets less its liabilities. In some cases, 
the Branch Account is credited with the closing assets, which 
are carried down as the first debit entry for the new period. 
Similarly, the Branch Account is debited with the closing 
liabilities, which are carried down as the first credit entry for 
the new period. 


THE “COMPLETE” METHOD OF INCORPORATING 
branch FIGIIftES. 

We have seen that under the “ Simplemethod the Branch 
Account is debited only with the net profit realised, but under 
the “ Complete ” method, which will now be described, the 
Head Office incorporates in its general ledger a complete copy 
of the Branch Trading and Profit and Loss Accounts. To effect 
this, and to maintain the double entry principle throughout, it 
is necessary, at the end of the trading period, to 

(1) Debit the Branch Account with all items credited to 
the Branch Trading and Profit and Loss Accounts; 
and to 
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(2) Credit the Branch Account with all items debited to 
the Branch Trading and Profit and Loss Accounts. 

The Branch Account thus serves the purpose of an adjust¬ 
ment account to its fullest extent, and if the figures given in the 
example shown on the preceding pages are adopted, the Branch 
Account in the Head Office bool^ will appear as follows :— 


Dr, BRANCH ACCOUNJ. Or. 


19.. 


£ 

19.. 



£ 

June 30 

To Balance, bjd. . 

2,500 

June 30 

By Branch Trading Account— 


30 

„ Branch Trading Account— 



- 

£ 



£ 



Stock at Ist Jan. 

450 



Sales . . 22,600 



Goods from H.O. 

6,800 



Stock at 30th June . 620 



Purchases 

13,290 




23,020 


Wages and Salaries 

1,100 


30 

„ Balanc3, c/d.— 



Trade Expenses 

1,050 



Creditors 

1,720 




22,690 




» 30 

„ Balance, c/d.— 







Fixtures 

. 1,250 






Stock'in-Trade 

. 620 






Debtor . 

. 2,400 






Cash 

. 380 








4,660 


1 

i 

1 

£27,240 j 

j 



£27,240 

June 30 

To Balance, 6/d. . 

1 

4,6601 

1 

1 June 30 

By Balance, 6/d. 

J 

1,720 


Remittances in Transit and the Amalgamation of Balance Sheets. 

When a combined Balance Sheet of Head Office and branches 
is being prepared, care must be taken to see that the balance of 
the Head Office Account in the Branch Trial Balance agrees with 
the balance of the Branch Account in the Head Office books. 
Every entry in the Head Office books should be duplicated in 
the branch books and vice versa ; consequently, the balances 
should agree exactly. 

Where, however, remittances or goods are despatched on 
the last day of the financial period, they will not be received by 
the Head Office or branch, the case may be, until the first day 
of the new trading period, and the respective trial balances will 
accordingly differ by the amount of the remittances or goods in 
transit. Items in transit may be placed to special Suspense 
Accounts in the Head Office books or, alternatively, may be carried 
down as balances on the Branch Accounts. Such items should be 
shown in an Amalgamated Balance Sheet as follows :— 
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Stock-in-trade— 
Reading 
London 
In transit . 


Cash- 
Reading 
London 
In transit . 


£ 

620 

1,260 

160 


£ 


1,920 


180 

660 

120 


The amalgamated balance sheets prepared for the use of the 
partners of a firm or for the directors and chief officials of 
companies will show full details in the above manner, but 
published balance sheets will show the combined totals only, 
i.e. £1,920 and £960 in the above illustration. Where there is a 
considerable number of branches the columnar form of balance 
sheet may be used with advantage. 

For examination purposes, students must be guided by the 
wording of the question in ascertaining the examiner's require¬ 
ments, but generally speaking, it is better to submit a balance 
sheet showing full details. 


KXA]\1PLE. 

The following position is shown by the books of a London business and its 
two branches at Slst D(‘cember 19.. :— 


BALANCE SHEET. 



London. 

Branch 

A. 

Branch 

B. 


London. 

Branch 

A. 

Branch 

B. 


£ 

£ 

£ 


£ 

£ 

£■ 

Capital 

26,000 



Plant and Machinery 

12,000 



Creditors 

3,000 

3,900 

4,000 

Stock . 

6,900 

600 

1,800 

Current Accounts— 




Debtors. 

6,500 

700 

2,200 

Branch A . 

, 1,600 



Current Aoeouiits— 




Head Office 



300 

Branch B . 

1,100 



Profit and Loss 




Head Office 


2,400 


Account . 

7,000 



Cirnh . 

10,000 

200 

300 


£36,600 

£3,900 

£4,300 


£36,500 

£3,900 

£4,300 










Upon investigation it was found that the following transactions had taken 
place on Slat December:— 

London forwarded goods to the value of £500 to Branch A and £600 to 
Branch B, which were not received by the Branches until 3rd January. 
Branch A remitted £400 cash to London, received by London on 2nd 
January. 

Branch B returned to London goods to value of £200 which were not 
received by London until 4th January. 

Show the Journal entries in the Head Office books to adjust the above trans¬ 
actions and prepare an amalgamated Balance Sheet at 31st December. 
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Head Office (London) Books 

JOURNAL. 


19.. 
Dec. 31 

Goods in Transit Account . . Dr. 

To Branch A Current Account 
„ Branch B Current Account 

Being goods sent to Branches, not yet 
delivered. 


Dr. 

£ 

1,1()0 

Cr. 

£ 

500 

600 

Dec. 31 

Cash in Transit Account . 

. Dr. 


400 



To Branch A Current Account 

, , 



4(K) 


Being cash remitted by Branch, not yd \ 





received. 





Dec. 31 

Goods in Transit Account 

. Dr. 


200 



To Branch B Cuixent Account 

, , 

! 


200 


Being goods rdumed by Branch, not yd | 

ji 




received. 


1 

1 



BALANCE SHEET. 

As AT 31st Dkcembbr 19.. 


Liabilities. 

£ 

£ 

Assets. 

£ 

£ 

Capital 


26,000 

Plant and Machin- 


12,0(K) 

Creditors— 



ery—London . 



London . 

3,000 


Stocks— 



Branch A 

3,900 


London . 

6,900 


BiHiich B. 

4,000 


Branch A 

600 




10,900 

Branch B 

1,800 


Profit and Loss 



In Transit 

1,300 


Account . 


7,000 



10,600 




Debtors— 






London . 

6,600 





Branch A 

700 





Branch B 

2,200 







9,400 




Cash— 






London . 

10,000 





Branch A 

200 





Branch B 

300 





In Transit 

400 







10,900 



£42,900 

! 


£42,900 


Retail Selling Branches. 

In recent years there have been established many “ Multiple 
Shop Companies," i.e., companies with many retail branch shops 
and a central store from i^ich the branches are supplied with 
the commodities and materials dealt in by them. All purchases 
are made by headquarters, which thus becomes a distributing 
centre, and all accounts are kept at the Head Office. 

The function of these retail shops is to effect sales, and as 
the managers and salesmen often have little or no knowledge 
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of accounts, it is necessary that the book-keeping system should 
be of the simplest character. 

A special feature of this class of account is that the com¬ 
modities supplied are usually charged out to the branches at the 
retail selling price, and the manager is required to accoimt on that 
basis for the whole of the stock supplied to him. In this way the 
cost price of the goods is not disclosed to the branch manager. 
Most of these retail branches effect cash sales only, and do not 
therefore require elaborate book-keeping systems. 

A limited form of credit is, however, granted in certain 
districts, where some local residents are in the habit of paying 
their accounts weekly or monthly. In such cases, a Sales Day 
Book and Ledger will be required. 

The records kept at the branch will consist mainly of a Stock 
Account and a Cash Account, which are kept in books specially 
prepared and provided by Head Office for the use of the bra,nch 
manager. The following forms are in common use :— 

Dr, STOCK ACCOUNT. Cr. 


To Commencing Stock 
„ Goods from Head 
OflBce 

Monday . 

Tuesday 

Wednesday 

Thursday 

Friday . 

Saturday 

£ 8. d. 

£ B. d. 

Date. 

By Cash Sales 

Monday 

Tuesday 

Wednesday 

Thursday 

Friday . 
Saturday 

£ B. d. 

£ 8. d. 




„ Credit Sales for week 
„ Returns to Head Office . 

„ Allowances for Damages, 
Breakages, etc. 

„ Balance, being Closing 
Stock on hand 






1 



^ 1 




£_ 


1 







Dr. WEEKLY CASH ACCOUNT. Or. 


Date. 


£ s. d. 

£ 8 . d. 

Date. 


£ 8. d. 

£ 8 . d. 


To Balance in hand 
„ Cash Sales— 
Monday . 

Tuesday. 

Wednesday 

Thursday 

Friday . 

Saturday 

i 

i 


By Payments into 
Bank 

Monday . 

Tuesday . 

Wednesday 

Thursday 

Friday . 

Saturday 




„ Receipts from Debtors 
(Details for each day) 



„ Balance in hand 

• 





£ _ ! 

i 

1 



£ 


Notb. —The usual rule is for each day*s takings to be banked in their entirety the 
following morning. Thus, the balance in hand at the end of the week will consist of 
Saturday’s takings plus the till money/* i.e., the money kept in the till for purposes of 
change. 
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Df. SUNDRY DEBTORS ACCOUNT. Cr. 


19.. 

To Opening Balance . 

„ Credit Sales for 
week . 

£ 8. d. 

19.. 

By Cash Received 
„ Allowances 
„ Bad Debts 
„ Closing Balance 

£ 8. d. 

1 

1 

1 


£ 



£ 


Where the branch does a cash trade only, the references to 
the credit sales and to the total Sundry Debtors Account may 
be omitted. The books supplied to the branch usually have 
the three foregoing accounts printed all on one page, so as to 
record a consecutive weekly summary of the whole of the branch 
transactions. Copies of these accounts are transmitted to the 
Head Office each week, together with detailed schedules relating 
to the stock and debtors. The schedule relating to debtors is 
sometimes omitted, except as regards amounts outstanding for 
more than four weeks. 

The branch expenditure will consist mainly of wages and 
petty expenses, for which a special return is made by the branch. 
Usually the Head Office makes a special remittance on the 
imprest system in respect of this expenditure, but in some cases 
the branch manager is allowed to use part of his cash receipts 
from sales to pay wages and expenses, and, in that event, the 
form of weekly cash account given on page 487 is revised to 
include summarised particulars of the expenditure. 

Head Office Records for Retail Branches. 

A ledger for each branch will be kept at the Head Office, and 
will contain accounts recording particulars of— 

(1) Branch Stock, 

(2) Branch Expenses, and 

(3) Branch Total Debtors. 

The accounts for Branch Fixed Assets may also be included, but, 
more generally, these are kept in the General Ledger. 

As previously indicated, the goods sent to branches are usually 
charged out aLs elling prices , and the amount of each invoice 
is debited to the Branch Stoc k Account , the equalising credit 
entry appearing in the Goodg Sent to Branches Account " 
kept in the General Ledger. The amounts received for cash 
sales are credited to the Branch Stock Account Jro m the Cash 
Received Book, while the wekly total oT credit sales is debited 
to the Branch Total Debtors Account and credited to the Branch 
Stpg fe Accou^ R^urns^to the ffi^d Office are credited to the 
Sran^ St oc FAccount , and adjusting entries are also made for 
allowances on account of damaged goods, breakages, and losses 
through deterioration of perishable articles, etc. 
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The branch weekly returns of credit sales, payments by 
debtors, allowances to debtors, losses through bad debts, etc., 
form the basis of entries to the Branch Total Debtors Account, 
and for the contra entries in the appropriate nominal accounts. 
The closing balances of the Branch Total Debtors Account must, 
of course, agree with the final list of outstanding debtors. 

Branch expenses are mainly paid direct from the Head 
Office, local petty expenses being met from cash supplied by 
the Head Office under the imprest system. Hence items of 
expense incurred on account of a branch or branches are debited 
to the appropriate expense accounts from the Head Office cash 
book. 

At the end of the trading perioch Hi^ balancC '-Qf the Branch 
Stock Account should be exactly ^?qu^ to t l^ stock on hand 
at the bran ch, but in practice, there are often slight differences— 
usuaUyTfe&ciencies. For example, it is practically impossible 
to weigh up exactly 112 separate pounds of butter from a cwt. 
casktoif that commodity. Consequently, it is usual in practice 
to make certain allowances in respect of such necessary differences, 
but when the avej’age margin of such allowances is exceeded, 
inquiries should be made as to the cause of the difference before 
the loss is written off. 

The balance of the Branch Stock Account must be adjusted 
to its true selling figure, and the resulting balances brought 
down. For purposes of the Head Office final accounts the 
branch stock must be reduced to its cost price, but it is not 
desirable to interfere with the figures in the branch accounts. 
The best method is to make the adjustment in the Head Office 
General Ledger. The Goods Sent to Prancfiea Account is 
credited with the value of the total amount of goods issued to 
the various branches, and is debited \y ith return s to the Head 
Office. If this account is debited with the closing stock at its 
selling price (such amount being brought down as a credit 
balance to form the first credit entry for the new period), the 
.difference between the ag gre gat e t otal credi^ aodJ^otal^^ 
will represent the net actual total sales of the b mnch , and may 
be iransferred to the credit of the Trading Account for the 
period. 

The credit balance of the Goods Sent to Branches Account 
neutralises the debit balance of the Branch Stock Account, and 
both figures are ignored by Head Office in the preparation of 
the final accounts. The closing stock is then calculated at cost 
price (particular note being taken whether the percentage added 
to cost is based on cost or on selling price) and brought into the 
final accounts (Trading Account and Balance Sheet), at cost, in 
the usual manner. 
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Alternatively, the cost price of the closing stock at the branch 
can be ascertained from the Head Office books by opening therein 
a “ Branch Adjustment Account ” on the following lines :— 

(1) When issuing goods from Head Office to branch, debit 

the selling price of the goods to the Branch Stock 
Account, credit the cost price to the Goods Sent to 
Branches Account, and credit the profit “ loading ” 
to Branch Adjustment Account. 

(2) When goods are returned by the branch to the Head 

Office, credit the selling price to the Branch Stock 
Account, debit the cost price to the Goods Sent to 
Branches Account, and debit the profit “ loading ” 
to Branch Adjustment Account. 

(3) Upon receiving the periodical Branch return of sales, 

credit the Branch Stock Account, and debit Cash 
Account or Branch Debtors Account, as the case 
may bo. 

At the end of the year or other financial period stock is taken 
at the branch at selling prices. This figure is then credited to the 
Branch Stock Account and brought down as a balance on this 
account. At the same time, a sum equivalent to the unrealised 
profit “ loading ” on the closing stock is debited to the Branch 
Adjustment Account and carried down to the credit thereof. 
Thus, fot' balance sheet purposes, the cost price of the stock may 
be ascertained from the Head Office books by deducting the credit 
balance on the Branch Adjustment Account from the debit 
balance on the Branch Stock Account. 

Assuming that all goods have been sold at the invoiced prices, 
that no wastage or pilferage of goods has taken place, and that 
stock has been taken correctly, the Branch Stock Account 
should exactly balance, and the difference on the Branch Adjust¬ 
ment Account should represent the gross profit made by the 
branch. As already pointed out, however, small differences 
between actual stock and book stock are almost inevitable in 
practice, and usually result in the debit side of the Branch Stpck 
Account being greater than the credit side. In order to balance 
off this account the difference is credited thereto and debited to 
the Branch Adjustment Account, since its effect is to reduce the 
apparent gross profit made. If, however, the debit side of the 
Branch Stock Account is less than the credit side, the difference 
is debited thereto and credited to the Branch Adjustment Account, 
thus increasing the apparent gross profit made. Finally, 

(4) the balance on Goods Sent to Branches Account will 

be credited to Head Office Trading Account. 
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EXAMPLE. 

On let January, 19.., goods costing £3,000 are invoiced to a branch, and 
charged up at a selling price designed to produce a gross profit of 26% on the 
selling price, that is, 33J% on cost price. At the end of the month the branch 
report shows that the sales were £2,600. Gk)ods invoiced at £40 have been 
returned to Head Office. The closing stock is £1,440, at selling prices. 

Record the above transactions in the Head Office ledger and balance off the 
accounts concerned at Slst January. 


Dr. BRANCH STOCK ACCOUNT. Cr. 


19.. 



'£ 

19.. ! 

1 £ 

Jan. 1 

To Sundries—Goods sent 



Jan. 31 i By Sales . . .1 

2,600 


to Branch at Selling 



i ,, Returns from Branch, 



Price 


4,000 

j at Selling Price . I 

40 





1 „ Stock, at Selling Price 

r/d. 

1,440 





: „ Branch Adjustment 






A/e., Loss in Stock i 

> 

20 


j 

£4,000 

j 

£4,000_ 

19.. 

] 


; i 


Fob. 1 

T<j| Stock 

hjd. 

1,440 

; ! 


Dr. 

BRANCH ADJUSTMENT ACCOUNT. 

Cr. 

19.. 


£ 

19.. 

£ 

Jan. 31 

To Branch Stock A/c.— 


Jan. 1 By Branch Stock A/c.— 



25% on £40 Returns 

i 10 

25% on £4,000 . 

1,000 


„ Do.—Loss in Stock . 

i 20 




,, Balance (26% on 





£1.440) 

c/d. 

360 




,, Branch Profit and 





Loss A/c., Gross Pro- 





fit transferred 

610 





£1,000 






19.. 






Feb. 1 By Balance 

b/d. 

360 

Dr. 

GOODS SENT TO BRANCHES ACCOUNT. 

Cr. 

19.. 


! £ 

19.. , 

£ 

Jan. 31 

To Branch Stock A/c.— 


Jan. 1 i By Branch Stock A/c.— 



Returns at cost 

30 

j Goods at cost 

3,000 


„ Head'Office Trading 


1 



Account . . * 

2,970 

j 



j 

£3,000 


£3,000 


If a Balance Sheet were prepared at 3l8t January, the above stock would be 
included therein “ at cost £1,080 ** (i.e., £1,440 060). 


Alternatively, instead of maintaining separate Branch Stock 
Accounts and Branch Adjustment Accounts for each branch, a 
single account with double columns can be opened, one coluoan 
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to record the goods at selling price (this column is purely memor¬ 
andum in its nature) and the other column to record the essential 
double entry detail of purchases and stocks at cost price and 
sales at selling price. If this method is adopted, the transactions 
set out on page 491 would appear as follows :— 


Dr. BRANCH STOCK ACCOUNT. Or. 





Invoice 

Price. 





Invoice 

Price. 


19.. 
Jan. 31 

„ 31 

To Goods sent to 
Branch 

„ Branch Profit 
and Loss 
Account . 


£ 

4,000 

£ 

3,000 

610 

19.. 
Jan. 31 

By Sales . 

„ Returns from 
Branch 
„ Balance— 
Stock 

„ Loss on Stock 

cjd. 

£ 

2,500 

40 

1,440 

20 

£ 

2,600 

30 

1,080 




£4,000 

£3,610 




£4,000 

£3,610 

Feb. 1 

To 'Balance—Stock 

hjd. 

1,440 

1,080 







In some cases (e.g., where prices vary considerably and it is 
impossible to determine the selling price in advance), goods are 
invoiced to the branches at cost plus a certain percentage. The 
treatment of the profit loading in the Head OfiBce books is 
similar ix) that shown in the above example, but in this case 
there will be a balance on the Branch Stock Account representing 
the difference between invoice prices and selling prices of goods 
sold, which must be transferred to the Branch Profit and Loss 
Account, in addition to the profit revealed by the Branch Adjust¬ 
ment Account. Any loss on branch stock is not revealed by this 
method, but is concealed in the profit shown on the Branch Stock 
Account. 


EXAMPLE. 

The Alpha Trading Co., Ltd., invoiceB goods to its Blanktown Branch at 
cost plus 26%. Both cash and credit sales are effected by the branch. Branch 
expenses are paid direct from Head Office, all cash rec©i 7 ed by the branch being 
remitted to Head Office. The following are the details of the transactions for 
the six months ended 30th June, 19.. :— 

£ 

Goods received from Head Office, at invoiced prices . 10,000' 


Returns to Head Office, &t iuTOiced prices . 250 

Stock, Ist January, at invoiced prices . 2,500 

Credit Sales for the half-year .... 5,600 ' 

Cash „ „ „ .... 6,400 

Debtors, 1st January.1,900 

Cash received on Ledger Accounts . . . 5,800 

Discounts allowed to customers .... 80 

Bad Debts written off.150 

Returns from customers, at selling prices . . 100 
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Rente, Rates, etc.120 

Salaries and Wages. 400 

Sundry Expenses.60 

Stock, 30th June, at invoiced prices . . . 2,000 / 

Sundry Debtors, 30th June. 1,270 ^ 

Record the above transactions in the Head Ofiice ledger, and close off the 
accounts concerned at 30th June. 


Dr. BLANKTOWN BRANCH STOCK ACCOUNT. Cr. 


19.. 

. 


£ 

19.. 

1 


1 

£ 

Jan. 1 

To Balance, Stock at 


•^,600 

Jan. to 

By Cash Sales 


6,400 


invoiced prices 

bid. 

June 

„ Credit Sales . 


6,600 

Jan. to 

„ Sundries, Goods sent 



„ Returns to Head 


June 

to Branch at in¬ 
voiced prices 


^10,000 


OflSce at invoiced 
prices 


260 


„ Returns Inwards . 


100 




June 30 

„ Branch Profit and 



June 30 

„ Stock at invoiced 




Loss A/c., apparent 
♦ gross profit . 


660 


prices 

\c/d. 

2,000 




£13,160 




£13,160 

July 1 

To Balance (Stock) 

b/d. 

2,000 



1 

j 

1 ’ 
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Dr. BLANKTOWN BRANCH DEBTORS ACCOUNT. Cr. 


19.. 
Jan. I 
Jan. to 
June 


\ 

\ 


£ ^ 

V 

19.. 



! To Balance 

bjd. 

1,900 

^Jan. to 

By Cash 


„ Credit Sales . 


6,600''i 

June 

„ Returns Inwards 






,, Discounts Allowed . 






,, Bad Debts w ritten off 





i June 30 

„ Balance 

c/d. 



£7,400 




1 To Balance . 

hid. 

1,270 

1_i 

1_ 



5,800 
100 1 ^ 
80 ^ 
my 

1,270 


£7,400 


Dr. 


BLANKTOWN BRANCH EXPENSES ACCOUNT. 


19.. 
Jan. to 
June 

To Rents, Rates, etc. . 

„ Salaries and Wages 
„ Sundry Expenses . 

Bad Debts . . i 

„ Discounts 

i/£ 

J m 
'j'-m 

y 60 
■/, 160 
80 ’ 

19.. 
June 30 

By Transfer to Branch 

Profit and Loss 

A/c. . 



' £810 




Or, 

£ 

810 




£810 



BLANKTOWN BRANCH PROFIT AND LOSS ACCOUNT 


Dr. 


For the Half-Year ended 30th June, 19.. 


19.. 

June 30 To Branch Expenses A/c. 

,, Head Office Profit and 
Loss A/o.,Net Profit i 


i 

I 



By Branch Stock A/c., 
Apparent Gross 
Profit 

„ Branch Adjustment 
A/o., Gross Profit 
“ lx)adinff ** on 
Goods Sold . 


Or. 


£ 


650 


yj 


2,060 


i £2,600 


I>. [Extracts niOM] CASH BOOK. Cr, 


19.. 


£ 

19.. 



1 ^ 

Jan. to 

To Blanktown Branch 


Jan. to 

By Blanktown Branch 



June 

Stock A/c.—Cash | 


June 

PJxpenses A/c. — 




Sales . . .1 

6,400 


Rents, Rates, etc. 


120 


„ Blanktown Branch | 



„ Salaries and Wages 


400 


Debtors A/c. — Re¬ 




„ Sundry Expenses . 


60 


ceipts from Debtors 


6,800 
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In addition to the branch ledgers a Statistical Stock Book is 
often kept at the Head Office to record the movements of stock 
at various branches. Such books are commonly arranged in 
columnar form to accommodate the particulars relating to several 
branches in one district or one area, as shown in the following 
example:— 

STATISTICAL STOCK BOOK. 




BRANCH A. 

Branch B. 

Additional j 

columns for j 

Total. 



Debits. 

Credits. 

Debits. 

Credits. 

other branches j 
as required. ' 

Debits. 

Credits. 

19.. 
Jan. 1 
» 8 

,♦ 8 

8 

M 8 
» 8 

* 

To stock on hand 
,, GkKKls sent to 
Branches . 
By Returns to 
Head OflBce 
„ Sales for week 
„ Allowances for 
Damages, 
etc. . 

„ Adjustments . 

„ Balance e/d. 
(Closing 
Stock) 

£ s. d. 

£ 8. d. 

£ 8. d. 

£ s. d. 

i 

1 

|i 

£ 8. d. 

j 

i 

1 

ji 

£ 8. d. 

i_ 



£ 

£ 

£ 

I £ 

1 

|i£ 

_£__ 

Jan. 8 

To Balance b/d. . 

i i 

i 


A book ruled on similar lines to the following example is 
sometimes kept at Head Office. Such a book provides an 
excellent summary of the branch trading and is particularly 
useful where the branches are numerous. A page is provided 
for each branch, and as the complete weekly record takes only 
one line, half-yearly or even yearly totals can be shown on one 
page. Further columns are sometimes provided, e.g., Ex¬ 
penses column may be divided so that the various expenses may 
be shown in detail. 


Bramh . HEAD OFFICE STATISTICAL BOOK. 


Week 

ENDING 

Opening 

Stock 

ON Hand 
{sellirtg 
price). 

Goods 

Issued 

{selling 

price). 

Salks. 

Closing 

Stock 

ON Hand 
{setting 
price). 

GROSS 
PROFIT 
..% 
on sales. 

Expenses. 

NET 

Profit. 

Cash 

TO 

Bank. 


•6 1 

CA 

£ s. d. 

£ s. d. 

i 

£ 8. d. 

£ 8. d. 

£ 8. d. 

1 

i 

i 

Tl^d. 

j i 

i 

£ 8. d.~ 

! 


It may be mentioned here that the columnar types of day 
book, journal, cash book, and ledger are particularly applicable 
to branch accounts, and it is quite a common practice for these 
books to be arranged in such a manner that one monthly total 
only for each class of transaction is posted to the respective 
accounts in the branch ledgers and Head Office General I^edger. 
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In some businesses it is not practicable to issue goods to 
branches at selling prices, owing to the goods being of a perishable 
nature, or where varying prices are charged to customers according 
to the quantities purchased. Goods may then be supplied to 
branches at cost, this method having the advantage of simplicity, 
but the disadvantage that a less precise check on stock at the 
branches is possible. This disadvantage may be overcome to 
some extent if Head Office employs stocktakers, who will visit 
the branches to take stock without previous notice to the branch 
managers. Comparative stock statements should be kept on the 
lines of the statement on page 531, the stocks as valued by the 
stocktakers being compared with the estimated stocks as shown 
by the statement. 

Differences in stocks will usually be due to breakage of bulk 
or perished goods, and if normal, may be passed. If the difference 
is abnormal, careful enquiry must be made as to the cause. 

The entries in the Head Office books will be similar to those 
required wnen goods are supplied at selling price, except that no 
adjustments are necessary for profit included in stock. 

EXAMPLE. 

The Beta IVading Co. supplies goods to its Country Branch at cost. All 
cash received is remitted to Head Office daily, and all expenses are paid from 
Head Office. From the following particulars write up the accounts in the Head 
Office lK)ok3 and prepare a Branch Profit and Loss Account for the year ended 
Slat December ^9... 

Gooiis sent to Branch, at cost . 

Goods returned to Head Office, at cost 

Cash Sales. 

Credit Sales ..... 

Expenses paid by Head Office . 

C^ommencing Stock .... 

„ Debtors 

„ (.'ash (Float) . 

Closing Stock. 

„ Debtors .... 

„ Cash (Float) 

Discounts Allowed .... 

Cash received from Debtors 


2 , 000 '' 

100 

1,600 V 
950 + 
340 ^ 
500 ^ 
260 
10 

400 ^ 
276 y 
10 
25 

900V 


Dr. COUNTRY BRANCH STOCK ACCOUNT. Cr, 


1 

19.. 1 



19.. 



Jan. 1 i To Balance . 

b/d 

/goo ! 

Dec. 31 

By Returns to H.O. 


Dec. 31 ! „ Goods from H.O. 


v2,ooo : 

31 

„ Cash Sales 


„ 31 1 „ Gross Profit to Profit 


i 

31 

„ Credit Sales . 


1 and Loss Account 


f6^; 

„ 31 

„ Stock on Hand 

cjd. 

j I 

1 


£3^^ 




Dec. 31 i To Balance . 

bid. 

„ . ^ ! 


! 



^ J 

my 
1,600'C 
960 
400 '' 


£3,060 
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Dr. 


19.. 
Deo. 31 
M 31 


To Returns from Branch 
„ Head Office Trading 
Account 


GOODS SENT TO COUNTRY BRANCH ACCOUNT. 

1 

19.. 


A 


100 

1,900 I 


Dec. 31 


£ 2,000 


By Branch Stock Account 


CV. 


2,000 


I £ 2,000 


Dr. 


COUNTRY BRANCH DEBTORS ACCOUNT. 


Cr. 


19.. 
Jan. 1 
Doc. 31 


To Balance . 
„ Sales 


Dec. 31 ' To Balance . 


! £ ; 19.. t 

. bjd j A 2.50 Dec. 31 j By Cash 

#.950 „ 31 j „ Discounts 

; 31 I „ Balance. 

; £ 1,200 

. ' bjd , 275 


£ 

900 *^ 
I 25 

cjd ! 275 


I £1,200 


Dr. 

19.. 
Dec. 31 
» 31 


COUNTRY BRANCH EXPENSES ACCOUNT. 


To Sundry Ex})en8C8 
„ Discounts 


£ 19.. 1 

^ 340 Dec. 31 By Profit and Loss 
25 } Account 


£365 


I 


Cr. 


£365 


Dr. 


COUNTRY BRANCH CASH ACCOUNT. 


By Remit tan CCS 
„ Balance 


19.. 
Jan. 1 
? 

? 

To Balance , 

„ Casli Sales 
„ Debtors . 

. bid 

/ ^ ’ 

'T 10 

v/l.OOO ! 
^90o; 

19.. 

T 

Dec. 31 



i 

£2,510 ; 


Dec. 31 

To Balance . 

• ■bld\ 

1 

10 ; 

1 : 



Cr. 


£ 

^ 2,500 ^ 

. cjd 10 


£2,610 


Dr. 


COUNTRY BRANCH PROFir AND LOSS ACCOUiVr. 
For the Yea^ enued 31 st December, 19 ., 


To Expenses * 


. .lU = 


Balance, Net Profit 


365 

185 


£550 


By Gross Profit from 
Branch Stock 
Account 


* In practice these would bo detailed. 


Cr. 


£ 

660 


£550 
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INTER-BRANCH TRANSACTIONS 


In most oases the transactions to be recorded in connection 
with branch accounts consist solely of dealings between the 
Head Office and the branches, but in some cases the branches 
are allowed to deal directly with each other. In these circum¬ 
stances it becomes necessary for each branch to keep a current 
account with each of the other branches in addition to its account 
with the Head Office, and the dealings between the branches 
concerned must be recorded not only in the various branch 
accounts, but also in some statistical form at Head Office for 
reference purposes. 

In order to illustrate the procedure, we will consider the case 
of a concern having a London Head Office and branches at Cardiff, 
Manchester, Newcastle, Bristol, Hull, and Southampton, trans¬ 
actions involving transfers of goods between branches being 
recorded at prearranged prices, termed the inter-branch prices. 
On 9th February the Cardiff branch supplies goods to the Bristol 
branch valued at £120. To record this transaction in the Cardiff 
books it will be necessary to debit the current account of the 
receiving branch and credit an “ Inter-branch Sales Account,"' 
the journal entry being :— 


Feb. 


9 


Bristol Branch Current Account . 
To Inter-branch Sales Account . 
Being sale to Bristol Branch, 


Dr. 


£ 

120 


£ 

120 


Similarly, if on 18th February goods valued at £60 are 
received at the Cardiff branch from the Manchester branch, the 
current account of the latter branch in the Cardiff books must 
be credited and an “ Inter-branch Purchases Account " debited, 
thus :— 


Feb. 18 


Inter-branch Purchases Account 
To Manchester Branch Current Accour.t 
Being purchase from Manchester branch. 


Dr. 


£ 

50 


£ 

60 


If the dealings between the various branches are numerous, 
it will probably be more convenient for each branch to keep inter- 
branch sales and purchases books, and these would be kept in 
the same way as ordinary purchases and sales books, the debit 
or credit at the end of each period being to the Inter-branch 
Purchases and Sales Accounts respectively. 

The position at the end of the month, in respect of the above 
items, would, therefore, be— 

Bristol branch owes Cardiff branch £120. 

Cardiff branch owes Manchester branch £50. 





BRANCH ACCOHNTS 


499 


The matter could be adjusted by the sending of remittances 
for the various amounts, but there are a number of objections 
to such a practice. To meet the objections, the most satisfactory 
method is for each branch to make the necessary adjustments 
through the Head Office Accounts, as explained below. 

At the end of each period, usually monthly, each branch will 
draw up a statement in the form shown below, showing the 
goods sent to, and received from, other branches. 


Cardiff Inter>branch Transactions. | 

1 

Branch. 

Sales. 

PUE- I 
CHASES. : 

! 


£ 

^ i 

Manchester..... 

16 ] 

50 

Newcastle ..... 

85 

., 

Bristol. 

120 

26 

Hull. 

20 ;| 

75 

Southampton .... 

30 i 

6 


£270 1 

£156 

;_ -1 


‘i 



A statement will then be sent to Head Office containing the 
above particulars in the following form :— 


CARDIFF BRANCH, 

2nd March, 19.. 

Statement G.329. 

To HEAD OFFICE, 

LONDON. 


The following transactions between this and other branches were 
recorded during the month of February, 19.. 

Please con&m the undemotcd figures and make the necessary adjustments 





Sales. 

Purchases. 




£ 

£ 

Manchester . 



15 

50 

Newcastle . 



85 


Bristol 



120 

25 

Hull . 



20 

75 

Southampton 



30 

6 




£270 

£156 




James White, 





Branch Manager. 


Statements similar in form will be rendered by the other 
branches, and the resulting figures will be entered by the Head 
Office in the Inter-branch Journal, thus :— 













600 PBINCIPLKS AND PBACTlOE OF BOOK-KEEPING AND ACCOUNTS 


INTER-BRANCH JOURNAI^28th FEBRUARY, 19.. 


Goods 

SUPPUED TO 


Cardiff 

Manchester 

Newcastle 

Bristol 

Hull . 

Southampton 


Total Credits 
Folios 




Goods Supplied by 











Total. 







Fo. 

Cardiff. 

Man¬ 

chester. 

New¬ 

castle. 

Bristol. 

Hull. 

South¬ 

ampton. 

Debits. 

£ 

£ 

£ 

£ 

£ 

£ 


£ 

.. 

50 


25 

76 

6 

65 

166 

15 


18 


20 

14 

60 

67 

85 

27 


83 



65 

195 

120 

63 

53 


i7 

47 

70 

300 

20 

20 

17 

2i 


23 

76 

101 

30 

50 

22 

14 j 

84 

i 

80 

1 200 

£270 i 

£210 

£110 

£143 i 

! £196 

£90 


£1,019 

1 

1 65 

60 j 

65 

1 

70 1 

1 

75 

80 j 




Entries in Head Office Books. 

It will be observed that the Inter-Branch Journal is “ self- 
balancing ; the cross-cast total of the Total Credits at the foot 
of the page equalling the final total of the Total Debits column 
at the extreme right of the page. The Inter-Branch Journal 
forms the posting medium to the various branch accounts in the 
Heed Of?ce books. For example, the total value of the goods 
“ purchased by the Cardiff branch from other branches is 
£150, and this amount is debited to the Cardiff Branch Account. 
Similarly, Cardiff is credited with £270, being the value of goods 
“ sold '' to other branches. The branch accounts for Manchester, 
Newcastle, etc., are similarly dealt with. 

Entries in Branch Books. 

When the figures have been agreed, a confirmation will be 
sent to each branch, and the entries necessary to close the various 
accounts in the branch books can then be made. 

For example, Cardiff branch has sold to other branches during 
the month goods to the value of £270, and these will have been 
debited in detail to the respective branch current accounts. 
This branch has also purchased goods amounting to £156 from 
other branches, and these will have been credited in the same 
way. To close the accounts, therefore, journal entries must 
be made crating thg r^ppective branch accnunis and debiting 
the Head Office Account with the iales, and debiting the branch 
accounts and ^he purcha 3 .es. 

These journal entries in tlie Cardiff books will appear as 
shown on page 501. 

A similar procedure will be adopted in the case of the other 
branches, while the entries in the Head Office Books will be 
made as described above. 
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Feb. 28 


Head Office Account:— . . , Dr. 

To Sundries— 

Manchester Branch Accourit . 

Newcastle „ „ . . . 

Bristol „ . 

Hull „ „ . . . 

Southampton „ „ . . . 

Being adjustment of monthly sales in 
accordance with Head Office Confirma¬ 
tion No. .. 


I 

i 

I 

I 


270 i 


£ 


ji 

li 

p 


15 

85 

120 

20 

30 


Feb. 28 


Sundries Dr. | 

To Head Office Account . . . i 

Manchester Branch Account. . . . ; 

Bristol „ 

Hull „ „ . . . . I 

Southampton „ „ . . . . I 

Being adjustment of monthly purchases in ; 
accordance with Head Office Confirma¬ 
tion No. .. 


25 

75 


156 



The whole of the inter-branch transactions have thus been in¬ 
corporated in the Head Office Books, and the settlement between the 
branches and Head Office will be dealt with in the usual manner. 

Various matters referred to in the preceding pages are illus¬ 
trated in the following comprehensive example, to which particular 
attention should be paid. 

EXAMPLE. 

Merchants, Ltd., has a branch office in South Wales wliich obtains supplies 
partly from Head Office at cost and partly from outside suppliers. The Branch 
keeps a separate set of books but does not prepare Trading and Profit and Loss 
Accounts or Balance Sheets. 


On 30th April, 1941, the following Trial Balances were extracted :— 



Head Office. 

Bir-iioh. 

Share Capital, Authorised and Issued— 

£ 

£ 

£ £ 

30,000 Shares of £1 each 

Fixed Assets at cost less depreciation . 

16,000 

30,000 

8,000 

Profit and Loss Account as at 1st May, 

1940 . 

Stocks on Hand at 1st May, 1940. 

14,000 

4,000 

1,900 

Debtors ...... 

17,000 


1,500 

Creditors ..... 


10,000 

2,050 

Cash and Bank Balances . 

3,000 


1,000^ 

Purchases, less Returns Outwards 

120,000 


6,750 

Sales, less Koturns Inwards 


140,(X)0 

20,500 

Sundry Expenses .... 

15,000 


2,250 

Ooods from Head Office to Branch 


12,000 

11,500 

Current Accounts as at Ist May, 1940 . 

11,000 


10,350 


£196,000 £19(3,000 £ 32,900 £ 32,900 

The difference between the balances on the Head Office and Branch Current 
Accounts is due to goods and cash being in transit at the close of the year. 

Fixed Assets are to be depreciated at 10% per annum. 

/ Stocks were valued at 30th April, 1941 at Head Office, £10,000, and at Branch, 

£ 2 , 100 . 

Prepare columnar Trading and Profit and Loss Accounts for the year for the 
use of Head Office and Balance Sheet as at 30th April, 1941, and close the Head 
Office and Branch Current Accounts and show the composition of the final 
balances thereon. 
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(£11,400) less the net loss of the Branch (£600). 



BRANCH ACCOUNTS 


603 


Branch Books. 

Dr. HEAD OFFICE ACCOUNT. Cr. 


1940 


£ 

1940 



£ 

May 1 

To Opening Stock 

1,900 

May 1 

By Balance bjd. 


10,360 

1941 



1941 



April 30 

„ Goods from Head Office 

11,600 

April 30 

„ Sales, less Returns In* 


„ Purchases, less Returns 


wards 


20,600 


Outwards . 

6,760 


„ Closing Stock 


2,100 


„ Sundry Expenses . 

„ Depreciation of Fixed 

2,250 






Assets 

800 






„ Balance, cjd. 

9,760 







£32,950 




£32,960 




May 1 

By Balance, bid ,— 

£ 






Fixed A8.sets 

Stock 

Debtors 

Cash and Bank 

7,200 

2.100 

1,500 






Balances 

1,000 







11,800 



t 



Less Creditors 

2,050 

9,750 


Head Office Books. 

Dr. BRANCH ACCOUNT. Cr. 


1940 


£ 

1941 


£ 

May 1 

To Balance, b/d. 

11,000 

April 30 

By Branch Trading and 


1941 




Profit and Loss Ac- 


April 30 

„ Branch Trading and 



counts— 


Profit and Loss Ac- 



Opening Stock . 

1,900 


counts— 



Purchases, less Rc '.urns 



Sales, less Returns In- 



Outwards 

6,750 


wards . 

20,500 


Goods to Branch 

11,500 


Closing Stock . 

2,100 


Sundry Expenses 
Depreciation of Fixed 

2,260 





Assets . 

800 





„ Goods in Transit, cjd. . 

500 





„ Cash in Transit, cjd. 

160 





„ Balance, cjd. 

9,760 



£33,600 



£33,600 

May 1 

To Goods in Transit, b/d. . 

600 




„ Cash in Transit 

160 





„ Balance, b/d .— 






Fixed Assets . 7,200 

Stock . . 2,100 

Debtors . . 1,600 

Cash and Bank 






Balances . 1,000 






11,800 






Less Creditors . 2,060 

9,760 
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MERCHANTS LIMITED. 

BALANCE SHEET. 

As AT both April, 1941. 


Liah units. 

£ 

£ 

Share Capital, Author¬ 
ised and Issued— 
30,000 Shares of £1 
each 


,30.000 

Sundry Creditors - 
Head Office . 

10,000 


Branch , 

2,050 


Profit and Loss A/c. . 


12,050 

14,800 

1 

f 

£50,850 


Assets. 




£ 

£ 

Fixed Assets at cost, 
less depreciation— 



Head Office . 

14,400 


Branch 

7,200 

21.600 

Stocks— 



Hoad Office . 

10,000 


Branch 

2,100 


In Transit . 

600 

12,600 

Sundry Debtors — 



Head Office . 

17,000 


Branch 

1,600 

18,500 

Cash and Bank 
Balances— 



Head Office . 

3,000 


Branch 

1,000 


In Transit . 

160 

4,150 

£66,850 


THE FOREIGN EXCHANGES 

A brief consideration of the meaning and functions of the 
Foreign Exchanges is necessary before the book-keeping operations 
involved in connection with branches abroad can be dealt with 
and completely understood. 

The Foreign Exchanges concern the settlement of indebtedness 
between commercial nations by means of credit documents 
(chiefly bills of exchange) and credit operations. The exchanges 
enable the debts owed hy one nation to another to be set off 
and cancelled against the debts owed to the first nation. The 
enormous number of transactions which arise are settled in a 
simple and easy manner ; the transmission of coin and bullion 
is avoided ; and by utilising the services of those persons in the 
various countries who make a business of dealing in foreign 
exchange, the merchants of the respective countries save them¬ 
selves the trouble, loss of time, and expense of making their 
own settlements. 

Rights to foreign cun'encies are bought and sold by bankers 
and other dealers in the various financial centres in exactly the 
same way as are commodities, such as wheat and cotton, or 
investments, such as stocks and shares. The ordinary merchant 
or manufacturer, therefore, need not necessarily concern himself 
with the theory of the exchanges; it is sufficient if he understands 
broadly what foreign exchange is, understands what the rates mean, 
and knows that he can secure a quotation from his bankers 
when required. 
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Rate of Exchange. 

The price of one currency in terms of another is called the 
rate of exchange. Put in another way, it may be defined as the 
expression of the number of units of one currency that will 
exchange for a given number of units of another currency. 

In this country there are two methods of quoting foreign 
exchange rates. They are :— 

Currency Rates in which the rate is quoted at so many 
foreign currency units per £l steiling, e.g., the rate with the 
U.S.A., wliich is quoted, say, at 4-02|, meaning that the rate of 
exchange is $4*02| (i.e., 4 dollars 2| cents) per £1. 

Pence Rates in which the rate is quoted at so many pence 
or shillings and pence per foreign unit, e.g., the Indian rupee, 
which is quoted, say, at Is. per rupee. 

Current rates of exchange for the various countries are quoted 
daily in the press in the form of a Foreign Exchange Table, 
which, in a good newspaper, will indicate the method of quoting 
and the currency unit of the centre concerned. 

IJeference to such a Table will show that a double quotation 
is usually given for each currency, representing the dealers' 
buying and selling rates for that currency. Thus “ New York 
S4-02|—4-03 " means that dealers will sell U.S. dollars at $4-02J 
and buy them at $4-03 per £1. A useful maxim to remember 
in this connection is that for currency rates a dealer buys high 
and sells low. From the point of view of the merchant or trader, 
of course, the reverse applies, for a merchant who wishes to sell 
dollars must accept the dealer's buying price, while if the merchant 
wishes to buy dollars he must pay the dealer's selling price. 
Thus a merchant who wishes to sell dollars Avill have to give 
$4-03 for £1, but ho will receive only $4*()2| for £1 if he wishes 
to buy. 

The reverse applies with pence rates. If the Indian rupee 
is quoted 17^—18^d., it means that dealers will buy rupees 
at Is. 5f|d. and sell them at Is. 6 -^d. per rupee. A merchant 
who wishes to buy rupees will have to pay Is. 6^jd. per rupee, 
while if he wishes to sell rupees, he will receive only Is. 5|Jd. 
per rupee. 

Exchange Conversions. 

The form in which a rate is quoted will affect the method of 
calculating the sterling equivalent of a sum in foreign currency, 
or the foreign currency equivalent of a sum in sterling. 

Where a sum in foreign currency has to be converted into 
sterling and the rate is a currency rate, the sum of foreign currency 
is divided by the rate of exchange, the answer being the sterling 
equivalent. For example, the sum of $40,300 is to be converted 
into sterling, the rate being $4*03 ; the sterling equivalent is 
$40,300■f$4-03=£l0,000. When a sum in sterling has to be 
converted into foreign currency and the rate is a currency rate, 
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the sterling sum is multipled by the rate to yield the required 
answer, e.g., the equivalent of £1000 in U.S. dollars when the 
rate is $4*15^ is $4*1526xl000==$4152‘60. 

The reverse applies with pence rates. For example, the 
equivalent of 5000 rupees at Is. 6Jd. is 5000 X Is. 6|d. =£380 4s. 2d., 
while the equivalent of £850 at Is. 6|d. per rupee is £850 ~ Is. 6Jd. 
=Rupees 11027-03. 

THE ACCOUNTS OF COLONIAL AND FOREIGN BRANCHES 

Where branches are established in the colonies or in foreign 
countries, the system of accounts between the Head Office and 
its branches is based upon the same principles as those already 
outlined for home branches. But, even when branches are 
established in a dominion or colony, the currency of which is 
expressed in pounds (e.g., Australia, New Zealand, and South 
Africa), it is necessary to take into account the fact that the 
exchange rates are rarely at par, and that remittances between 
Britain and such countries can seldom be made at exactly equiva¬ 
lent rates. Hence, the local currencies must be treated exactly 
as though they were different units, i.e., the pound Australian 
merits similar treatment to the Swiss franc and the Canadian 
dollar, and suitable modifications must be made in the system of 
accounts in order to record necessary amounts expressed in local 
currencies and also any differences which arise through fluctua- 
tioiAS in the rates of exchange. 

It is, of course, essential that the Head Office books be kept 
in sterling, while it is equally necessary that the branch books 
be kept in local currency to correspond with the local conditions. 
In order to reconcile these two sets of records, it is more con¬ 
venient for certain accounts in the Head Office books (including 
the Remittance Accounts to or from the branches and the Branch 
Account) to show details of the two currencies, and the ledger 
is, accordingly, ruled in the following manner:— 


Dr. REMITTANCE ACCOUNT. Cr. 


Date. 

PartlcularB. 

Fo. 

Ourrency. 

Kate 
of Ex¬ 
change. 

Sterling. 

t 

Date. 

Fartlculars. 

Fo. 

Corrency. 

Bate 
of Ex¬ 
change. 

Sterlln,7. 

19.. 
Jan. 1 

j 

ToOaah 

1 

O.B. 

1 

$ 

28H.00 

4-02 

£ R. <1. 

700 0 C 

1 

: 

' 

1 

i'. 

' 

! 


j 
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In the branch accounts, however, it is not so essential to 
show the two currencies, and, generally speaking, the books of 
foreign branches record the transactions in the local currencies 
only. The branch returns, therefore, will be submitted to the 
Head OflSce in currency, and the currency figures must be con¬ 
verted into sterling before they can be incorporated in the Head 
Office accounts. 


Stable and Fluctuating Exchange Rates. 

The rates of exchange of foreign currencies are classed either 
as “ stable or fiuctuating ; exchange rates are said to be 
** stable'' when the amount of foreign currency which is ex¬ 
changeable for the pound sterling does not vary to any great 
extent from .time to time, and are described as “ fiuctuating 
when the equivalent in sterling of the foreign unit, or alter¬ 
natively, the equivalent of the pound sterling in the foreign 
units, is subject to considerable variation. 

\^en the gold standard was in operation in Great Britain and 
the majority of other important countries, most of the principal 
exchange rates were practically stable, but since the departure 
of this country from the gold standard in September, 1931, all 
exchange rates with this country, with a few exceptions, may 
be described as ** fiuctuating.’’ For the time being, therefore, 
the treatment outlined below in the case of branches situated 
in countries whose exchange rates are stable is, to all intents 
and purposes, of academic interest only, and the treatment 
advised in the case of fiuctuating currencies will be applied even 
where, in normal circumstances, the exchange would be treated 
as stable (e.g. Canada, United States, etc.). 

In the case of branches situated in countries whose exchange 
rates were stable, it was customary to convert all the branch 
accounts (with the single exception of the Remittance Account) 
at a fixed rate, such rate being a close approximation to the 
average rate ruling. Under this system, the Remittance Account 
was converted at the actual rates realised and all other accounts 
at the fixed rate. There would, of course, be a difference between 
the total sterling figures at the fixed rate and the conversions 
at the actual rate. This difference was a profit or loss on exchange, 
and it was credited or debited to an Exchange Account respec¬ 
tively, as shown in the example on page 508. 

In the same example, the transfer of the difference in exchange 
is shown in the Remittance Acedunt. An alternative method 
is to transfer the total amount realised for the remittances to the 
Branch Account, making the adjustment for the exchange in the 
Branch Account as shown in the further example on page 510. 
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Note. —In the above example the fixed rate has been taken (purely for purposes of illustration) at 25.20 francs to the £ sterling. 
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The following example shows a branch Trial Balance in 
currency, its conversion into sterling, and the accounts at Head 
Office and the branch :— 


EXAMPLE. 

At 3l8t December, 19.., the Trial Balance of the New York branch of a 
London firm was as follows :— 


TRIAL BALANCE— 318t December, 19.. 



$ 

c. 

% 

c. 

Cash at Bank .... 

1,200 

00 



„ in hand .... 

100 

50 



Stock at 3 let Deceml)er. 

6,000 

50 



Machinery and Plant 

5,000 

75 



Remittances to Ijondon . 

500 

00 



Sundry Creditors .... 
Profit and Loss Account—Profit for 



10,500 

75 

year. 



1,586 

00 

'Sundry Debtors .... 

8,600 

25 



Freehold Works and Offices . 

Bad Debts Reserve 

12,000 

00 

810 

25 

P'umituro and Fittings . 

Head Office Account—Balance as at 

495 

00 



Ist January .... 



21,000 

00 


$33,897 

00 

$33,897 

00 


The Cash remitted from New York was recorded in tlie head office books as £99, 
the actual amount realised by the remittances. Convert the above balances at the 
fixed rate of exchange of 6 dollars to the £, and give the New York Current Account 
as it should appear in the London books, and the Head Office Current Account 
as it should appear in the New York books. 


The sterling Trial Balance will appear as follows :— 




£ 8. d. 

£ s. d. 


Cash at Bank. 

240 0 0 



Cash in hand. 

20 2 0 



Stock at Slat December . 

1,200 2 0 



Machinery and Plant 

1,000 3 0 



Remittances to London 

99 0 0 



Sundry Creditors . . . . 1 


2,100 3 0 


Profit and Loss Account—Net Profit 




for year. 


317 4 0 


Sundry Debtors .... 

1,720 1 0 



Freehold Works and Offices 

2,400 0 0 



Bad Debts Reserve .... 


162 1 0 


Furniture and Fittings 

99 0 0 



Head Office Account—Balance at 1st 




January . 


4,200 0 0 


Loss on Exchange .... 

1 0 0 




£6,'779 8 0 

£6,779 8 0 




_ 










Head Office Books. 
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19.. £ s. d. I 19.. 

Dec. 31 To New York Branch . . . J. j 1 0 0 Dec. 31 By Profit and Loss Account 
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New York Branch Books. 


Dr. HEAD OFFICE ACCOUNT. Or. 


\ ' I i i ■ 

19.. i I ' $ c. ! 19.. i * 0 . 

Dec. 31 To Remittances I 600 00! Jan. 1 By Balance . 21,000 00 

„ „ I „ Balance . cjd. 22,086 00;; Dec. 31 „ Profit and 

' I i ij , 

I ! I I Account 1,686 00 


I I $22,686 00 I $22,686 00 


Dec. 31 By Balance . [bid. 22,086 00 


The Exchange Account. 

Where the balance of the exchange account is small, or small 
in coihparison with the magnitude of the operations, the amount 
may be written off to the debit (or credit, as the case may be) 
of Profit and Loss Account. In the case of fluctuating currencies, 
however, where the variations are frequently considerable, the 
usual method adopted is to write off losses on exchange (i.e., 
a debit balance on the Exchange Account which will appear 
in the debit column of the converted trial balance, as a debit 
to Profit and Loss Account, and to carry forward a profit on 
exchange (i.e., a credit balance on the Exchange Account) as a 
reserve against possible future losses on exchange, this practice 
being in accordance with sound accounting principles. 


Fluctuating Currencies. 

Where rates of exchange fluctuate to any great extent during 
the trading period, it is not advisable to convert the branch 
currency flgiires at a fixed rate. The soundest and most equitable 
method, and that which is adopted by all reputable concerns, is to 
convert the various items, according to their nature, at varying 
rates. The accepted rules of conversion are :— 


(1) Fixed Assets, at the original rate at which they were 
acquired less depreciation, i.e., at the same figure 
as they appear in the previous year s accounts, 
subject to the current year's charge for depreciation, 
which (when calculated on a percentage basis) should 
be converted at the rate applicable to the asset to 
which it relates. 
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Fixed assets purchased during the year are converted 
at the actual rate of a special remittance made for 
the purchase of the asset, or, alternatively, at the 
average rate for the year or the average rate ruling 
during the month in which the purchase was made. 

(2) Fixed Liabilities, such as debentures or long term 

loans, at the rate ruling on the date when they were 
incurred. If, however, there has been a permanent 
fall in the exchange which will necessitate a larger 
amount of sterling being required when the liabilities 
come to be redeemed, it is suggested that a reserve 
should be built up gradually in the head office 
books to meet such increased liability. 

(3) Floating Assets and Floating Liabilities are 

converted at the rate ruling at the date of the 
Balance Sheet. 

(4) Revenue Items (or Balance of Profit and Loss 

Account) at the average rate for the period covered 
by the accounts. This average rate is obtained by 
taking the average of the actual rates for each week 
or month of the period. In exceptional cases, the 
rate for each day is taken for calculating the average. 

(5) Opening Stock, at the rate ruling at the date of the 

previous Balance Sheet. 

(0) Remittances at the actual rates at which the remit¬ 
tances were made, i.e., at the equivalent sterling 
amount shown in the head office Trial Balance. 

(7) Goods To and From Branch at the equivalent 

sterling amount shown in the head office Trial 
Balance. 

(8) Head Office Account at the sterling equivalent 

appearing in the Branch Account in the head 
office books. 

After conversion is completed, the difference on exchange 
is debited or credited, as the case may be, to the Exchange 
Account. The balance of the latter account is dealt with as 
indicated on page 511. 

It is a convenient practice for the Branch Trial Balance to 
be provided with three extra columns to show the rate of ex¬ 
change and sterling amounts, as shown in the following example :— 
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BRANCH TRIAL BALANCE, as at.19.. 


Fo. 


Account. 


CuEEENOY. 


Debits, i Credits. 


$ c. 


Sterling. 


$ c. 


Rate I 
of Ex- : 

change. | I 


£ 8. d. ‘ £ 8. d. 


After conversion into sterling, the final accounts are prepared 
in the usual manner. 


EXAMPLE I. 

Tho Trial Balance of a Paris Branch of a London Company at 31 st December, 
19.is as follows:— 



Francs. 

Francs. 

Head Office Account, Ist. Jan,, 19.. 
Remittances to Head Office 

236,062 

451,373 

Fixtures and Fittings 

26,040 


Sundry Debtors 

Stock at 1st. Jan., 19.. 

171,288 

87,365 


Sundry Creditors 

Purchases .... 

57,828 

186,989 

Sales. 

Cash Discount Allowed 

Cash Discount Received . 

270,738 

5,429 

4,183 

Salaries. 

46,369 

Rent and Rates 

20,826 


Bad Debts .... 

2,403 


Cash in Hand 

3,843 



Fes. 786,308 

Fc.s. 785,368 


Stock, 3l8t December, 19.., Francs 91,866. 

In the Tendon books the balance on the Paris Branch Account at 1st January, 
19.., was £6,218 ; and on 31st December, 19.., the balance on the Paris Remit¬ 
tance Account was £2,641; there was no cash in transit. 

The rates of exchange were as follows: — 

Ist January, 19.., 86J; 31st December, 19.., 91J. At the date of purchase 
of the fixtures the rate was 124. 

Prepare a converted Trial Balance for the Paris Branch, and write up the 
Paris Branch Account in the Head Office Looks. 

B 
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PARIS BRANCH, CONVERTED TRIAL BALANCE 
As AT 31 st Dbobmbeb, 19.. 



Dr. 

Cr. 


Dr. 

Or. 


Francs. 

Francs. 

Rate. 

£ 

£ 

Head Office Account, Ist 






January, 19.. 


461,373 

Actual 


6,218 

Remittances to Head Office 

236,062 


Actual 

2,641 


Fixtures and Fittings. 

26,040 


124 

210 


Sundry Debtors 

171,288 


91i 

1,872 


Stock at 1st January, 19.. 

87,365 


864 

1,010 


Sundry Creditors 


67,828 

91i 


632 

Purchases 

186,989 


89 

2,101 


Sales .... 


270,738 

89 


3,042 

Cash Discount Allowed 

4,183 


89 

47 


Cash Discount Received 


6,429 

89 


61 

Salaries .... 

46,369 


89 

621 


Rent and Ratos 

20,826 


89 

234 


Bad Debts 

2,403 


89 

27 


Cash in Hand . 

3,843 


91i 

42 


DiflFerence in Exchange 



248 



Fes. 786,368 

Fes. 786,368 


£8,963 

£8,953 


The net profit of the Paris Branch can be ascertained as follows :— 



£ 


£ 

Stock at Ist January 19.. 

1,010 

Sales ..... 

3,042 

Purchases . 

2,101 

Stock at 31st December, 19.. 


Cash Disoount Allowed . 

47 

(91,866 at 91i). 

1,004 

Salanes 

621 

Cash Discount iioceived 

61 

Kent and Rates . 

234 



Bad Dobts . 

27 



Net Profit . 

167 




£4,107 


£4,107 


PARIS BRANCH ACCOUNT. 

Dr. Cr. 


19.. 
Jm. 1 
Dec. 31 

To Balance, bjd. . 

„ Net Profit 

£ 

6,218 1 
167 

19.. 
Dec. 31 

1 

By Remittances from 
Branch . 

„ Loss on Exchange 
„ Balance, c/d. 

£ 

2,641 

248 

2,496 



£6,386 



£6,386 

19.. 
Jan. 1 

To Balance, b/d ,— 
Fixtures and £ 

Fittings . 210 

Stock . . 1,004 

Debtors . 1,872 

Cash . . 42 

1 





3,128 

Less Creditors 632 

2,496 


1 





1 
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EXAMPLE IL 

P. and Q. carry on business as General Merchants in London and have a 
Branch in Calcutta, Goods supplied by the Head Office to the Branch and 
vice versa are charged at cost, but the Branch also makes purchases direct from 
other siipphers in India and elsewhere. All items in the Branch Account in 
the Head Office books are converted at the rate of exchange ruling on the date 
of the transaction. The cost price in sterling of the fixed assets in Calcutta 
may be taken at an average rate of Is. fid. per rupee. 


The following are the Trial Balances at 31st December, 1940:— 



Head Office. 

Calcutta. 


Dr. 

Cr. 

Dr. 

Cr. 

Share Capital—Authorised and 
Issued (40,000 Shares of £1 
each) .... 

£ 

£ 

40,000 

Rs. 

Rs. 

Premises .... 

20,0(X) 


35,000 


Fixtures and Fittings 

2,250 


2,000 


Calcutta Branch Account 

Calcutta Remittances Account 
Head Office Account 

Head Office Remittances Account 

11,500 

1,750 

24,000 

165,000 

Purchases .... 

Sales ..... 

23,000 

30,000 

379,000 

600,000 

Expenses .... 

4,000 


80,000 


Sundry Debtors 

Sundry Creditors . 

3,500 

1,500 

60,000 

25,000 

Bills Receivable 

1,550 




Bank and Cash Balances 

1,450 


15,000 


Stock at Ist January, 1940 

fi,000 


95,000 



£73,250 

£73,250 

Rs. 600,000 Ri , 

690,000 


Stocks at 31st December, 1940—London, £5,500; Calcutta, Rs. 97,500. 
The rates of exchange have been :— 


Ist January, 1940 . 

31st December, 1940 
Average for 1940 


Is. 5d. jM3r Rupee. 
Is. fid. „ „ 

Is. fid. „ „ 


Prepare Profit and Loss Account for the year and Balance Sheet at Slst 
December, 1940, for the Head Office and the Branch and for the whole business. 
Provide depreciation at 5% on the premises, fixtures and fittings. Reserve for 
doubtful debts, 5% on debtors at Head Office and 10% on those at Calcutta. 
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Notes.—(1) In view of the terms of the question, a converted Trial Balance 
of the Branch has not been shown, but details of the necessary conversion ratios 
have been incorporated in the Profit and Loss Account and Balance Sheet. 

(2) The profit on exchange is computed as follows:— 


Dr. Cr, 



Rupees. 

£ B. d. 

Rupees. 

£ s. d. 

Head Office Account 





(Actual) 



166,000 

11,600 0 0 

Head Office Remit- 





tances Account 





(Actual) 

24,000 

1,750 0 0 



Stock at 1st January, 





1940, at Is. 5d. . 

95,000 

6,729 3 4 



Other Items at Is. Cd. 

671,000 

42,826 0 0 

626,000 

39,376 0 0 

Profit on Exchange . 




429 3 4 


Rs. 690,000 

£61,304 3 4 

Rs. 690,000 

£61,304 3 4 







Non-trading Foreign Branches. 

As in the case of home branches, there are certain types of 
foTe};^a branches which do not trade independently; their 
ruDCiiOijS are usually confined to the development of an estate 
and the preparation of commodities for sale. Examples of this 
ty[)e of branch are tea and rubber estates, gold and tin mines, 
et«-. ah/iiough in some of these branches sales of their produce 
are effected locally. 

Usually the branch is supplied from Head Office with 
monthly or other periodical remittances for the estate expendi¬ 
ture, and, where sales are effected locally, the funds received 
from Head Office are supplemented by the proceeds of such 
sales. As a general rule, however, the commodity produced 
is shipped to this country and sold by the Head Office. 

The manager’s books will consist of Journal, Cash Book 
and Ledger, in which suitable accounts are raised to record the 
various details of expenditure. A Head OfiBce Account is 
opened and credited with remittances and any expenditure 
incurred on behalf of the branch by Head Office, e.g., in respect 
of machinery supplied. Periodically, the estate revenue accounts 
are closed by transfer to the Head Office Account, and thus the 
balance of the latter account will consist of— 

(1) The capitalised expenditure on estate development. 

(2) Fixed assets on the estate. 

(3) Cash and other assets (if any). 

Leas 

(4) Local sundry liabilities. 

A monthly summary of the branch accounts is transmitted 
to the Head Office, accompanied by a copy of the branch cash 
book ; certificates of cash and bank balances ; and a statement 
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showing the quantity of the commodity produced, shipments 
for the month, and balance in store. In many cases a certified 
copy of the bank pass book also is sent. 

The branch returns form the basis of the entries in the 
Head Office books, and, in many cases, the Head Office journals, 
as well as ledgers, are ruled to accommodate both the currency 
and the sterling figures. The practice as to conversion varies, 
sometimes it is done monthly, but in other cases only the currency 
figures are posted each month to the estate ledger, and conversion 
is deferred until the end of the trading period. This, however, is 
a point of practice upon which opinions may legitimately differ. 

When the final branch returns for the trading period are 
entered in the Head Office books, the latter will record all the 
accounts necessary for the preparation of the final accounts, 
which are then compiled in the ordinary manner. 

With this type of branch difficult questions sometimes arise 
as to the correct basis for the apportionment of the expenditure 
between capital and revenue. A discussion of this question, 
however, is beyond the scope of this volume, and, moreover, it 
can be decided satisfactorily only after an investigation into 
the circumstances of each case. 

EXERCISE 12. 

A. The Birmingham branch books of Walton ( o., of Manchester, dealers in 
a patent ofticc appliance, wore made up to Slst March, when the Trial Balance 
was as follows :— 


Sundry Debtors .... 


£ 

. 3,000 

£ 

Sales Account .... 



2,500 

Cash in hand. 


60 


Head Office Account 



1,700 

Trade Expenses .... 


1,040 


Fixtures, Furniture,etc. , 


100 




£4,200 

£4,200 


The stock of appliances at Birmingham, on Slst March, amounted to £300. 
Show the journal entries necessary to close the branch books, and in order to 
incorporate the above in the Head Office books, give the entries which you would 
make. 

B. The Elcctolitc Manufacturing Company invoice goods to their Barnsley 
branch at 33^% on coat, and the branch sales are exclus:vcly cash. All branch 
expenses are paid by the Head Office. From the following particulars write 
up the Branch Account in the Head Office books:— 


Goods sent to Branch ..... 

£ 8 . 

. 3,600 7 

d. 

8 

Wages and Salaries paid .... 

190 6 

4 

Cash remitted by Branch .... 

. 3,534 7 

9 

Stock, 1st January. 

450 6 

4 

Rates, Telephone, etc. 

42 11 

11 

Sundry Trade Charges. 

21 6 

10 

Rent paid. 

76 5 

3 

Slock at 3lst Decembe r .... 

510 9 

2 
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C. X & Y are the owners of a number of shops in various districts. The 
managers at each shop have discretion to give credit for a period not exceeding 
two months. 

The owners desire to have each month a statement showing the position of 
the book debts compared with the turnover for which credit is given. To save 
the trouble and expense of preparing each month a list of debtors, what method 
would you suggest for obtaining the information ? 


D. The Acme Provision Co., Ltd., has a retail branch in Newcastle which 
is supplied with all goods from London. The branch shop keeps its own sales 
ledger, receives cash against ledger accounts, and remits the whole of the cash 
received daily to the Head Office. AD wages and branch expenses are drawn 
for by cheque weekly from the Head Office upon the imprest system. 

Prom the undermentioned particulars supplied by the branch manager, 
show how the branch accounts would appear in the Head Office books, and prepare 
a Profit and Loss Account for the branch shop for the six months to 31st December. 


£ 

Six months’ Credit Sales.2,387 

Returns Inwards.20 

Cash received on Ledger Accounts.2,384 

Cash Sales.1,214 

Stock, 1st July.720 

Stock, Slat December.1,121 

Debtors, 1st July.1,227 

Goods received from Head Office.2,178 

Rent, Taxes, etc., paid.375 

Wages and Sundry Expenses paid.396 


E. Messrs Richmond, Bond & Co., Ltd., London, have a branch office in a 
South American Republic, where the exchange fluctuations are considerable. 
Tbe books of the branch are kept in local currency only, and, at the close of 
each financial year, a Trial Balance, Profit and Loss Account, and Balance Sheet 
are sent tx) the London office. 

Briefly describe how you would amalgamate the branch figures with those 
of the Head Office. 

At what rates would you convert (1) the Profit and Loss Accoimt balance, 
(2) the floating assets, (3) the fixed assets, and (4) remittances from London ? 


F. The Universal Tobacco Company, Limited, proposes to open 20 retaU 
shops m various towns for the sale of (a) Cigarettes, (6) Tobacco, and (c) Pipes 
and Sundries. 

AD goods are to be supplied from a central warehouse in London. No local 
purchases of goods are to be allowed. 

You are required to draft instructions for the Head Office book-keeper ;— 

(а) As to the records to be kept in the Head Office books regarding goods 

forwarded to the branches. 

(б) As to the returns to be made to the Head Office by the branches, and 
(c) As to the best method of dealing with cash payments for expenses 

paid locaUy. 

G. Describe how you would treat the accounts of branches in the Head Office 
books of a multiple shop firm. 


H. A company owning 600 branch shop instruct you to prepare a suitable 
system of accounts. SimpDcity is of the first importance, as the knowledge of 
accounts of the branch managers is very limited. The company deal in five 
main commodities and sundries. 

You are instructed to prepare forms of accounts, so that weekly Profit and 
Loss Accounts may be prepared, continuous stocks kept, and cost accounts giving 
quantities for each branch. Give— 

(а) Form of accounts to be kept at each shop. 

(б) Weekly accounts to be forwarded to the Head Office. 

(c) Head Office book of statistics. 
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I. The Pandora Manufacturing Company, Limited, has a Nominal Capital 
of 16,(X)0 Shares of £10 each; and a Subscribed Capital of 8,000 Shares, fi^y 
paid up. It manufactures goods for sale at its two branches, A and B, which 
sell no goods other than those of the company’s manufacture. From the 
following Trial Balance, extracted from the books of the Head Office and branches 
as on 3l8t December, 1940, prepare, for submission to the directors. Trading and 
Profit and Loss Accounts for the Head Office and for each of the branches for the 
year ended 31st December, 1940, and a Balance Sheet of the company as a whole 
as on that date. 

Notes : 

Stocks on hand valued as on December 31st, 1940, were :— 

£ 

Head Office.10,627 

Branch A.3,025 

„ B.1,927 

Write off the following depreciations :— 

Head Office Plant and Machinery.10% 

Furniture and Fixtures, Head Office .... 6% 

„ „ Branch A.6% 

„ „ Branch B.6% 

Create a reserve for Bad Debts of 2J% on the Sundry Debtors. Write off 
£6,000 from Goodwill and c.irry £10,000 to Reserve. All carriage on the goods 
sent to the branches is paid by the Head Office. The salaries include £600 
paid^to the secretary, who is also a director, as remuneration for his work as 
secretary. 

The Pandora Manufacturing Company Limited 

TRIAL BALANOB 
AS AT SlST DEOEMBBR, 1940 


Head 

Office. 

Dr. 

Branch 

A. 

Branch 

B. 

Head 

Office. 

Cr. 

1 Branch 

1 A. 

Branch 

B. 


£ 

£ 

£ 

£ 

£ 

fi 

Freehold Premises at valuation :— 







Head Ottice .... 

40,000 






Branch A . . . . 

10,000 






Branch B . . . . 

10,000 






(Joodwlll at cost .... 

30,000 






Plant and Machincrj, Head Office, 

at 






cost, kiSs depreciation . 

8,000 






Furniture and tlxtures at valuation j- 

— 






Head Office. 

600 






Branch A . . . 

700 






Branch B . . . 

800 






Oash at Banh .... 

. 1 6,790 






Oash in hand .... 

. ! 14 

83 

38 




Stock In hand, 1st Janiiary, 19 40 . 

. i 11,246 

2,812 

1,995 




Purchaae-s (less Returns) 

. 1 66,090 






Wages. 

39,661 

2,419 

2,622 




Salaries. 

1,500 

248 

276 




Carriage to Branches . 

1,617 






Rates and Taxes. 

323 

442 

329 




General Expenses 

617 

2,016 

1,790 




Goods from Head Office 


94,167 

44,267 




Bad Debts. 


1,653 

747 




Sundry Debtors .... 


9,620 

6,370 




•Income Tax .... 

; 448 






•Directors’ Fees .... 

1,000 






•Audit Fee .... 

106 






Branch A Ourrent A/c. 

802 






,, B ,, . . 

3,363 






Share O^ital .... 
Sundry Creditors 




80.000 

11,247 

541 

647 

Goods to Branch A . . . 




94,167 







44,267 



SaiS (less Returns) . 





112,617 

53,540 

Profit and Loss Account (Balance) 




2,174 



Head Office Ourrent Account 





302 

1 3,353 


£231,855 

£113,360 

£67,440 

£231,855 

£113,360 

1 £67,440 


* Ko Apportionment of these items need be made. 
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J. The rates of exchange ruling between this country and other countries 

are described either as “ stable or “ fluctuating.” Describe what these ex¬ 
pressions mean, and briefly explain any differences which are necessary in the 
book-keeping records of dealings of the above types between this country and 
other countries. _ 

K. When auditing the books of a London firm with branches abroad, you 
find that journal entries have been made incorporating returns from foreign 
branches at various rates of exchange. 

To what sources should you refer in order to satisfy yourself that the rates 
of exchange adopted are reasonable ? 

L. Messrs Mong & Pradit, Ltd., of Madras, the agents of Messrs Winson 
k Co., Ltd., London, advise their principals that the net profits for the six 
months ending 30th June, 19.., amount to Rupees 150,000, of which they 
remitted the following sums :— 

May 16th. Rs. 60,000 @ Is. 

July 10th. Rs. 60,000 @ Is. 43 ^ d. 

Sept. 1st. Rs. 60,000 @ Is. Sjld. 

Messrs Winson & Co., Ltd., calculate the exchange at the imiform rate of 
Is. 4d. to the Rupee, and write olf any differences to an Exchange Account. Write 
up Winson & Co.’s Cash Book, Journal, and I^edger, showing Mong & Pradit’s 
Account, Profit and Loss Account, and Exchange Account (writhig off any 
balfiiicf^ to Profit and Loss Account). 


M Messrs dladN^dn, Ball & Co., Ltd., operate in London, Manchester, and 
New York. The following are the Trial Balances on 31st December. The rate 
of exchange used for book-keeping purposes is 4.80 dollars to the £, Prepare 
a P>.k joe L'heet showing Bladwin, Ball & Co.’s position at that date. 

London. 




£ 

£ 

Share Capital .... 



100,000 

Debentures .... 



.50,000 

New York Branch 



30,000 

Manchester Branch 


! 80,000 


Reserve Fund .... 



20,000 

Cash. 


! 40,000 


Debtors. 


. 127,000 


Creditors. 



30,000 

Office Furniture.... 


1,000 


Profit and Loss Account 


£248,000 

18,000 

£248,000 


Manchester. 





£ 

£ 

Head Office 

Debtors .... 



! 16,000 

80,000 

Creditors .... 
Cash .... 

Office Furniture. 

New York Office 

Loans .... 



! 4,000 

600 

. 60,000 
. 10,000 

2,000 

Profit and Loss Account 



£89,600 

7,600 

£89,600 
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New York. 

S 

$ 

Head Office ..... 

. 144,000 


Manchester Office .... 


288,000 

Bank Overdraft. 


120,000 

Cash in hand ..... 

! 1,000 


Debtors. 

. 275,200 


Creditors. 


1,000 

Office Furniture. 

! 2,000 


lYofit and Loss Account 


13,200 


$422,200 

$422,200 


N. A. Moore & Co., whose Head Office was in Ix)ndon, had a branch estab¬ 
lishment ill Paris. Owing to losses experienced it was decided to close the 
branch and transfer the stock to London. The following figures represent the 
Balance ^Shccis of the two houses on 30th June, 19.. 


LONDON BALANCE SHEET. 


Liabiliiies. 



Assets. 



£ 




£ 

Capital 

. 40,000 1 

Buildings . 



8,000 

Creditors . 

6,000 

Debtors 



. 13,500 

Profit and Loss Account 

3,600 

Bank 



600 



Cash 



100 



Paris Branch 



. 5,000 



Stock 



. 21,400 


£48,500 




£48,600 


PARIS BRANCH (in francs). 




Creditor . 

. 10,000 

Debtors 



. 60,000 

Head Office 

. 125,600 

Cash 



, 1,000 



Bank 



. 6,700 



Fixtures . 



7,800 



Stock 



. 61,000 


Fes. 135,500 




Fes. 135,600 

* 


A fixed rate of exchange, 25.10, had been used between the Head Office and 
branch, and the branch stock was taken over by the Head Office at this rate. 
The Paris debtors realised 46,000 francs, and the fixtures were sold for 4,600 
francs. Creditors were paid in full, and the cost of winding up the branch was 
1,000 francs. The proceeds of the realisation, including cash in hand and bank, 
were transmitted to London at the rate of 27.26. You are required to show the 
closing transactions in the Paris books, the Paris Branch Account and adjusted 
Profit and Loss Account in Head Office books, and also to reconstruct the Head 
Office’s Balance Sheet by including the results of the realisation. 


0. A company, of which you are auditor, has a branch in New York. All 
the accounts rtJating to the branch are kept there, and are audited by New 
York accountants, who transmit yearly accounts to the Head Office in Pkigland, 
where they are incorporated with the English accounts. 
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The American branch is merely a selling branch, and the assets consist of 
Land and Buildings, Fixtures and Fittings, Stook-in-Trade (consisting of goods 
sent from England, which are invoiced at a fixed rate), and Sundry Debtors. 

How should the American accounts be incorporated in the English books ? 


P. On 30th January, 19.., Exporters, Ltd., sold to Muno and Lejos, of Lisbon, 
goods valued £500, which were invoiced in escudos at the rate of 110. On Ist 
May, 19.., a draft on the Portuguese Bank was received in payment less a 
discount of 3%. This was handed to the bankers of Exporters, Ltd., for collection, 
and on 6th Mav, 19,., their account was credited with the proceeds at the rate 
of 109J. 

Show how these transactions would bo recorded in the books of Exporters, 
Lkl., and stab) how any difrercnco on exchange arising in such a business should 
be treated. 



CHAPTER XI11 


MISCELLANEOUS ACCOUNTS 

MANAGER’S COMMISSION ON NET PROFITS—RECEIPTS 
AND PAYMENTS ACCOUNT—INCOME AND EXPENDITURE 
ACCOUNT—INTERIM STOCK ACCOUNTS—APPROXIMATE 
PROFIT AND LOSS ACCOUNTS — ROYALTIES — HIRE- 
PURCHASE ACCOUNTS — MAINTENANCE AND REPAIRS 
AGREEMENTS — VOYAGE ACCOUNTS —STEAMSHIP COM¬ 
PANIES’ INSURANCE FUNDS — INVESTMENT ACCOUNTS 
—LIFE POLICY TAKEN IN SETTLEMENT OF A DEBT- 
PROPERTY COMPLETION ACCOUNTS — COMPENSATION 
CLAIMS—SOLICITORS’ ACCOUNTS. 


In the present chapter it is proposed to discuss several minor 
phas& and problems which arise in connection with accounts. 
The word “minor” is used in a relative sense, inasmuch as the 
matters dealt with do not involve any new principles. Never¬ 
theless, they are by no means unimportant, and they are matters 
which merit—and must receive—careful attention from those 
who desire to attain a reasonably complete knowledge of 
accounting methods. 

MANAGER’S COMMISSION ON NET PROFITS 

It is quite a common practice for the terms of appointment 
of managers or managing directors to provide that these persons 
are entitled to a commission at a given rate per cent, un the 
balance of profits remaining after such commission has been 
charged. In such circumstances, the net profits may be said 
to consist of that total number of parts represented by 100 plus 
the agreed rate per cent., i.e., the amount of remuneration may be 
calculated by using the following formula ;— 

Kate per cent, x Profits prior to charging percentage 
(100+Rate per cent.) 

Thus, assuming the rate to be 6 per cent., the total number 
of parts into which the net profit is divided will be 100+5=105, 
and the manager will be entitled to five of such parts. If the 
total net profits are £3,466, the manager’s commission is arrived 
at in the following manner :— 

105 ^3,466=£165. 

The remaining balance of profits is £3,300, and if 6 per cent, on 
that figure is calculated, the resultant amount is £165, thus 
proving the accuracy of the method. 


S2S 
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It should bo noted that net profit being a very indefinite term, 
the agreement of appointment should state in the clearest possible 
terms the manner in which the profits are to be ascertained. 
In the absence of any agreement to the contrary, “ net profit means 
the increase of the net assets over a stated period, after allowing 
for any capital introduced or withdrawn. Consequently, all 
debits and credits to Profit and Loss Account should remain 
when calculating the commission. Income Tax, however, is an 
appropriation of profits, and must therefore, in the absence of any 
agreement to the contrary, be eliminated before the commission 
is calculated. (Johnstonv. Ghestergate Hat Manufacturing Co., 1915). 

If the agreement provides for the commission to bo computed 
on Trading Profits, only items of a trading nature must be left 
in the Profit and Loss Account when ascertaining the profit on 
which the commission is to be calculated. 


EXAIVIPLE 

Before charging commissions to the Manager and Directors, the following is 
the i 'rofit and Account of Y. Co. Ltd.:— 


Dr, For 

PROFIT AND LOSS ACCOUNT 

THE Year ended 31st December, 1941. 

Cr. 

To Expenses . 

£ ; 
. ' 13,150 i 

j 

By Cross Profit. 

£ 

24,000 

,, Income Tax 

. i 5,000 

„ Dividends (after deduct¬ 


„ Br lance 

. 1 6,425 I 

1 ._.J 

ing tax at 1 Os. Od.) . 

675 


i £24,576 1 

1 

£24,575 


I 


The agreement with the Manager provides that he is to receive 4% on the 
net trading profits before charging his commission, and the Directors’ agreements 
provide for commission (which is to be regarded as a trading expense) at 2% 
on the net profits after charging both commissions. Calculations are to be made 
to the nearest £. 


It is apparent that the directors’ commission must bo charged before com¬ 
puting the manager’s commission, since it is to b(^ regarded as a trading expense. 
Apart from this, the net trading profits are computed :— 

£ 


Net Profit, per Profit and 1.036 Account . 

. 6,426 

Add Income Tax .... 

. 5,000 


11,425 

Less Dividends ..... 

676 


£10,850 


Similarly, the directors’ commission must be computed after charging both 
manager’s and directors’ commissions. The dividend will remain as a credit 
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to the account, but all income tax (including that deducted from dividends) must 
be added back. 

Apart from the deductions for commissions, the net profits are:— 

£ 

Net Profit, per Profit and Loss Account . . . b,425 

Add Income Tax.5,000 

Tax deducted from dividends. . . . 575 

^ 2,000 

Calculation of Commissions. 

Let X Directors’ C/Ommission 

and y ^ Manager’s Commission 

a; - 2%of (£12,000-a;-y) 

X x(£12,000--a;— 2 /) 

50a; ^ £12,000—a;— 1 / 
y — £12,000—51a; (substituted below) 

and y -- 4% of (£10,850 - a;) 
y - ,^,x(£10,S50-a:) 

26?/ - £10,850-a; 

Substituting equation above :— 

' 25(£12,000 -51a;) - £10,8.50 -a; 

£300,000-1275a; - £10,850-a; 

X — £227 (to nearest £) 

y =. 4% of (£10.850-£227) 

= £425 (to nearest £). 

The amount of directors’ commission (£227) may be proved :— 


£ £ 

Profits, as above. 12,000 

Less Manager’s Commission . . . 425 

Directors’ Commission . . . 227 

- 652 

Net Profits ...... £11,348 

2% on £11,348 .- £^27 


RECEIPTS AND PAYMENTS ACCOUNTS, AND INCOME 
AND EXPENDITURE ACCOUNTS 

A Receitts and Payments Account is a statement of cash 
actually received and paid during a given period, receipts being 
debited and payments credited. It is, in effect, a summary of the 
Cash Book, and therefore shows the opening and closing balances 
of cash in hand, and receipts and payments of any kind and on 
any account made during the period. Where the receipts and pay¬ 
ments are numerous, the compilation of this account is facilitated 
by the use of a Columnar Cash Book, containing analysis columns 
for the more usual items. 

An account in this form will frequently give to an un¬ 
initiated person a wrong impression of the financial position of 
the undertaking concerned, since no distinction is made between 
capital receipts and payments, and receipts and payments on 
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account of revenue. Further, cash alone is dealt with, out¬ 
standing expenses or income due but not received being ignored, 
while outstanding debtors and creditors (if any), at the 
beginning and end of the period, are not included in the account. 

An Income and Expenditure Account includes on the 
credit side the entire income of an undertaking for the period 
under review, whether actually received or not; and on the 
debit side, the whole of the revenue expenditure properly 
chargeable against such income, whether actually paid or not. 
The balance of the account shows the excess of income over 
expenditure, or vice versd. 

This form of account is generally made use of by non-trading 
concerns such as clubs, charities, etc., and corresponds to the 
Profit and Loss Account of a trading concern. It should bo 
accompanied by a Balance Sheet showing the financial position 
at the close of the period. 

It will thus be seen that there are important and fundamental 
flifferences between a Receipts and Payments Account and an 
Income and Expenditure Account. The main difference between 
the 'j»o accounts hes in the fact that one is drawn up to show 
the closing cash balance or deficit and the other to show the 
cxccsi^ of income over expenditure, or vice versa. Furthermore, 
ail Tncome and Expenditure Account forms an essential part of the 
docMw entry system in the same way as a Profit and Loss Account, 
and ia usually accompanied by a Balance Sheet, whereas a Receipts 
and Payments Accoimt is merely a memorandum statement. 

As an illustration of the difference between these classes of 
account, we may consider the case where a sum is received by 
the Governors of a school as a fund for investment, out of which 
yearly prize bonuses are to be provided. An Income and 
Expenditure Account would show the yearly appropriation 
from the fund of the requisite amount, as a credit item, and the 
actual payment or liability to the successful scholars, as a debit 
item. On the other hand, a Receipts and Payments Account 
would necessarily include, in the accounts for the year in which 
it was received, the whole of the original sum received, and no 
apportionment would be possible in that account in respect of 
amounts which would need to bo dealt with in future years. 

In order to convert a Receipts and Payments Account into 
an Income and Expenditure Account, it is necessary to— 

(1) Eliminate all capital receipts and payments. 

(2) Exclude amounts of a revenue nature which relate 

to succeeding and preceding periods. 

(3) Include revenue income and expenditure relating to 

the period under review, but not received or paid 

during that period. 

(4) Bring into account reserves for bad debts, depreciation, 

etc., which affect the profit. 
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EXAMPLE. 


The undemoted “ Receipts and Payments Account ” of the ** Albany 
Athletic Society*’ is for the year ended Slst December, 19.. Other ledger 
balances of the Society are ;— 


Capital Account (Donations, etc.) . 

Club House and Grounds (as per valuation) 
Investments at cost .... 

Furniture and Fixtures .... 
Income and Expenditure Account (Cr. 
brought forward) .... 


£ 8. d. 

. 3,026 0 0 
, 2,000 0 0 
. 962 0 0 

. 320 0 0 

Balance 

. 296 10 0 


RECEIPTS AND PAYMENTS ACCOUNT. 

Dr, For Year ended 31st December, 19.. Cr. 




£ 8. d. il 


£ 8. d. 

To Balance at lat Jan. 

6/d. 

74 10 0 By Upkeep of Grounds 


„ Annual Sub., 


ij (a) . 


476 0 0 

Albany Mfg. Co. 


210 0 OH „ Wages of Grounds- 



„ Subscriptions 


470 0 0|! men 


408 0 0 

„ Entrance Fees 


26 6 OH,, Ground Rent 


10 10 0 

„ Interest on Invest- : 

1; „ Printing and Sta- 



tnenta—(net) . 

42 0 0 ; tionery (6) 


46 10 0 

„ Proceeds of Lee-1 

\\ „ Postages and 



turos. Concerts, 

|I Sundries . 


; 9 10 0 

etc. . . . 1 

268 15 0|i „ Balance 

c/d. 

72 0 0 

i 

£1,081 10 0|' 

;£1,081 10 0 

To Balance 

6/d. 

O 

o 




(a) This item includes £25 applicable to the previous year 
W n £10 „ 

The outstanding items at 31st December, 19.., are :— 

Printing and Stationery, £8; the Delta Literary Association owed 
£10 lOs. for the use of the Society’s Hall; two members’ subsrnptions 
of £5 each were in arrear. 

Charge 10% for depreciation on Furniture and Fixture.^. 

Construct the Income and Expenditure Account for tlie year, and Balance 
Sheet as at 31st December, 19.. 


INCOME AND EXPENDITURE ACCOUNT. 

Dr, For the Year ended SIst December, 19.. Cr. 


Expenditure. 


income. 



£ 8. d, ; 


; £ 8. d. 

To Upkeep Grounds. 

460 0 01 

; By Annual Sub., 


„ Wages 

468 0 Oi 

Albany Mfg. Co. 

: 210 0 0 

„ Ground Rent 

10 10 o| 

1 „ Subscriptions 

' 480 0 0 

„ Postages and Sundries . 

9 10 o: 

, „ Interest on In¬ 


„ Printing and Stationery 

44 10 0 

vestments—(net) 

42 0 0 

„ Depreciation on Furni¬ 

1 

„ Lectures, Concerts, etc. 

1 258 16 0 

ture and Fixtures 

32 0 Oi 

1 „ Letting of Hall . 

10 10 0 



! „ Balance — Excess of j 




j Expenditure over 




1 Income . 

1 

13 6 C 


£1,014 10 0 

1 

£1,014 10 0 


I 
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BALANCE SHEET OF THE ALBANY ATHLETIC SOCIETY. 
As AT 31st Deoembbr, 10.. 


Capital and Liabilities. ■ 


1 

Assets. 




,, £ 

s. 

d. 


£ 

8. 

d. 

Capital Account . . 3,025 

0 

0 

Cash at Bank . 

72 

0 

0 

Add Entrance Fees . ' 26 

5 

0 

Investments . 

962 

0 

0 


— 

_j 

Sundry Debtors 

10 

10 

0 

;! 3,051 

5 

ol 

Debtors for Subscriptions 

10 

0 

0 

,i 


i 

£ s. d. 




Income and Expenditure J 


j 

Furniture and 




Account— 


1 

Fixtures— 320 0 0 




AsatlstJan. £ s. ! 


! 

Less Depn. . 32 0 0 




19.. . 296 10 




288 

0 

0 

Less Exces^^ of : 







Ex|)eiiditurc !| 



Club House and Grounds 

2,000 

0 

0 

over Income i, 







for Year . 1.3 5| 


1 





283 

5 

o; 





3,334 

10 

0 





Sundry Creditors . . ■ 8 

0 

Oi 





£3,342 

10 

oj 


£3,342 

10 

0 


_ 

' 

. _ _ _ 





It be observed that the Income and Expenditure Account 
is prenarc d by adjusting the actual cash received and paid (as 
8ho^\ii in the Receipts and Payments Account), for outstanding 
debtors vnd creditors. The Printing and Stationery Account 
would appear as follows, other accounts being dealt with in a 
similar manner:— 


Dr. PRINTING AND STATIONERY. Cr. 


19.. 


£ 

8 , 

d. 

' 19.. 



£ 

8 . 

d. 

Doc.31 ToCTaoh 


46 

10 

0 

' Jan. 1 

By Balance , 

b/d. 

10 

0 

0 

„ Balance . 

c/d. 

8 

0 

0 

Dec. 31 

„ Income and 









Expenditure 

Account 


44 

10 

0 




£54 

10 

0 

' 



£54 

10 

0 






Dec. 31 

By Balance . 

bid. 

^ 8 

0 

0 


In the above example, Entrance Fees have been regarded as 
a capital receipt and added to the balance of the Capital Account. 
It is, however, quite usual for societies to show their balances 
on both capital and revenue accounts in one item in the Balance 
Sheet, under the general heading “ Accumulated Fund.'" If 
this practice had been followed by the above Society, the Entrance 
Fees would have been credited to Income and Expenditure 
Account, thus converting the deficit into a surplus of £13, and 
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the left side of the Balance Sheet would have comprised only 
the following two items :— 

Accuniiilatod inind:— £ s. d. £ s. d, 

J3alanoo at Ist January, 19.. . . 3.321 10 0 

Add Excess of laconie over Expenditure 

for Year . . . . 13 0 0 

- 3,334 10 0 

Sundry Creditors.8 0 0 

£3,342 10 0 

Furthermore, it is the practice of some societies to apportion 
entrance fees and life membership subscriptions over a short 
term of years, and to credit an agreed proportion to revenue 
annually. The balance of such items is carried forward in suspense 
in the Balance Sheet. 

INTERIM STOCK ACCOUNTS 

In the case of departmental stores and multiple shops, where 
the Average gross profit on sales of each department or shop is 
fixed at a standard rate, it is usual to keep a weekly statistical 
record of estimated stock accounts and to take stock at irregular 
intervals, so that a comparison of the actual and estimated 
stock can be made, and a general check maintained upon the 
departmental managers and shop managers. 

The method adopted is to add to the commencing stock the 
weekly purchases or deliveries, and, after reducing sales to 
cost price, to deduct the resulting amount; the figure thus 
obtained is the estimated amount of stock which should be in 
hand. 

The form of the weekly statistical stock account (which is 
purely a memorandum account and quite distinct from the 
ordinary accounts) is as follows :— 


STATEMENT OF STOCK. 

Fuk thk Week ending 8tii January, 19.. 


1 

I 

1 

Commencing Stock at C.I*. 
Purchases .... 

1 A. Dei’a 
! Average Ka 
-26% 

1 

1 

£ 1 

j 

RTMKNT. 

te of Profit 
on S.P. 

£ i 

3,200 i 
790 j 

B. Department. 
i Average Rate of Profit 
-20% on S.P. 

£ £ 

; 2,100 

640 



3,990 ! 

1 : 
i 

2,640 

Sales at S.P. 

900 

1 

; 820 j 


Lt89 Estimated Profit . 

226 

676 : 

1 

656 

Estimated Stock at C.P. . 


£3,316 i 


£1,984 



! 

i 
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As previously stated, stock is taken at irregular intervals, 
and the value of the actual stock as ascertained is compared 
with the estimated stock. Small differences are adjusted, as 
they are probably due to slight variations in the rate of profit 
earned, but the reason for any large discrepancy should be 
ascertained and steps taken to eliminate the causes thereof. 

It should be noted, however, that this system can be 
satisfactorily applied only when— 

(1) The rate of profit does not vary, or varies between 

narrow limits. 

(2) Stock is taken at frequent intervals. 

(3) Wastage or loss from damage is small, and accurate 

records are taken of such losses. 

Moreover, the accuracy of the estimated stock is entirely 
dependent upon the accuracy of the figures for the respective 
items in the statistical stock account. Any error in the figures 
of the component items must necessarily be repeated in the final 
tlgu^'e for the estimated stock. 

In the case of retail shops where the goods are charged out 
hy fT('ad Office at selling price, the statistical stock account is 
compiled on the basis of sale price. 

An important advantage of maintaining these stock accounts 
is that the proprietors of the business are enabled to watch 
closely the value of stock held, with the twofold object of pre¬ 
venting any undue increase or decrease, and of seeing that the 
stock actually carried is fully covered by insurance. 


APPROXIMATE PROFIT AND LOSS ACCOUNTS 

The statistical stock accounts discussed in the preceding 
paragraphs really form approximate trading accounts, and in 
a similar way, estimated profit and loss accounts may be com¬ 
piled periodically, with the object of closely watching the 
progress of the business, and supervising particularly the ratio 
of the expenses to the profits. 

To achieve these objects the Nominal lA^dger must be 
arrarxged on a self-balancing basis, and a weekly or monthly 
trial balance must be extracted. The trial balance should show 
the figures for the period concerned as well as the aggregate 
totals to date, in the manner indicated in the following 
example :— 
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NOMINAL LEDGER TRUL BALANCE. 
16th Januart, 19.. 


Account. 

! Week Ending 

Total to 

Date. 

16th January, 19.. 

, 

16th January, 19.. 


Dr. 

Or. 

1 

Dr. 

Cr. 


£ 

£ 

£ ! 

£ 

Rent, Rates, and Taxes. 

36 


72 i 


Wages.... 

132 


209 i 


Salaries 

46 


90 i 


Discounts 

()3 


119 i 


Expenses 

Adjustment Account 

64 

i 330 

112 ! 

662 


£330 

£330 

£662 

£662 


The figures contained in the above statement will form the 
basis for the compilation of the approximate Profit and Loss 
Acepunts. For certain classes of expenditure which are payable 
quarterly or half-yearly, e.g., Rent, Rates, Taxes, Insurance, 
Directors' Fees, etc., the weekly amounts must be calculated. 
To obtain the utmost value from these approximate accounts, 
each item should be shown as a percentage to the gross turnover, 
as in the following statement:— 


APPROXIMATE PROFIT AND LOSS STATEMENT. 
Wi;i:k ISth January, 19.. 



Per¬ 

; 

Week Ending I 

Per¬ 

Total lo Date, 


centage. 

16th January, 19.. : 

centage. 

1.6th January, 19. 



£ 

£ 


£ 

£ 

Sales 



1,800 



3,400 

Estimated Gross Profit 

2.V\, 


£ 

4.60 



£ 

1 850 

Rent, Rates, and 






i 

Taxes . 

2-00 

36 

i 

2-12 

72 


Wages 

7-33 

132 


7-91 

269 


Salaries . 

2 60 

46 


2-65 

90 


Discounts. 

3-50 

63 

' 

3-50 

119 


Expenses . 

300 

54 

' 

j 1 

3-29 

112 

; 


: 18-33 


330 i 

1 . .... ....J 

19-47 


i 662 

PiStimated Net Profit. 

i ^'67 

i 

£120 ! 

6-63 


: £188 


26-00 1 


^ 1 
!i 

26-00 


i 

i 


At the close of each trading period, the figures given in these 
approximate statements should be compared with those given 
in the actual fimal accounts, and any discrepancy examined 
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with a view to ascertaining its cause and preventing, as far as 
possible, similar discrepancies in future statements. 

ROYALTIES 

From a commercial view-point, the term “ Royalty is used 
to denote the monetary payment made for the right to exercise 
certain privileges or monopolies, as for example :— 

(1) The right to extract coal, clay, or minerals from 

land ; 

(2) The right to use and apply certain patents ; or 

(3) The right to publish books or musical works. 

The book-keeping entries required for the last two classes 
are quite simple. In the user's books, the owner of the patent 
or copyright is credited with the amount of the royalty. The 
debit entry in the first instance is made to Patent Royalties 
Account or Cop 3 a*ight Royalties Account, the balance of such 
account being subsequently transferred to the Profit and Loss 
Account as an expense incurred during the trading period. The 
entries in the owner's books will be the reverse of those 
indicated, as the royalties are, of course, part of his profits or 
incoLiie 

Wr.ere, however, the inventor of a patent, the author of 
a hook, or the composer of a musical work disposes of his 
entir® rights for a lump sum, the patent or other rights 
become the absolute property of the purchaser and no royalties 
are y^ayable. In this case the purchaser will debit an asset 
accounu with the amount paid, and this amount will appear in 
the Balance Sheet, subject to any amount written off for deprecia¬ 
tion. 

The payment of the first class of royalties referred to above, 
viz., those in respect of the mining of coal, clay, or minerals, 
usually conveys two distinct rights— 

(1) The right of tenancy of the land ; and 

(2) The right to extract and take away certain valuable 

constituents of the land, either on the surface or 
underground. 

Frequently, however, as in the case of the mining of coal 
under property, there is no question of tenancy of the land, but 
royalties must nevertheless be paid to the owner of the land in 
respect of mineral extracted from his property. 

Dead Rent. 

The payment to the OTound landlord customarily takes the 
form of a minimum yearly rent, merging into a royalty of so 
many pence per ton of the coal, clay, or other mineral extracted 
or ‘‘ gotten " from the land, when the royalty at the agreed 
rate on the amount extracted is more than enough to cover the 
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minimum yearly rent. For example, it may be agreed to pay 
3d. per ton on all coal removed from a mine under a certain area, 
with a minimum annual payment of £200 ; if, for instance, only 
4,000 tons are mined, the royalty is £50, but the landlord must 
be paid the minimum £200. 

The amount of the royalty per ton may vary according to 
the quality of the mineral or its market price, or it may be based 
upon the footage of coal worked or upon the area of the land 
under which the mines extend. 

The minimum yearly rent is payable irrespective of whether 
the mine is worked or not, and thus the landlord is assured of 
a certain regular income. This minimum rent is variously 
Imown as Rent, Certain Rent, Fixed Rent, etc. 

Short Workings. 

When the tonnage of the output is less than that necessary 
to cover the minimum rent at the rate of royalty payable under 
the lease, the difference is termed Short Workings,"’ the term 
being* applied to indicate the tonnage short worked as well as 
its monetary value, e.g., if the minimum rent is £200 per annum, 
and the royalty 3(i, per ton, then 16,000 tons must be worked 
before the royalty is covered. If only 4,000 tons are worked, the 
“short workings ” are 12,000 tons, or, in value, £150. 

The proper development of a mine during the early years of 
its existence is usually a very slow and expensive process, and. 
consequently, it is frequently agreed that a nominal rent only 
shall be payable for the first two or three years. More generally, 
however, the lease contains clauses providing for the payment 
of a minimum rent, but allowing the lessee to set off the short 
workings of the development period against the larger output 
of later years, when the royalties payable are in excess of the 
minimum rent. Such clauses convey what is known as the 
“ right to recoup short workings,” and, usually, this right 
extends over only the first few years of the lease. 

Recording Royalties and Short Workings. 

The methods of recording these royalties and short w^orkings 
in books of account may be summarised thus— 

(1) The debit to Royalty Account (which is ultimately 

transferred to Profit and Loss Account) must 
represent the agreed royalty on the actual outj)ut, 
whether short workings occur or not. 

(2) The minimum rent is payable in any case, and in 

those years where the tonnage worked does not 
reach this figure, the amount of the minimum rent 
payable is debited to Minimum Rent Account and 
credited to the Landlord. The Landlord’s Account 
is cleared upon payment. 
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(3) The royalty on tonnage worked is debited to Royalty 

Account and credited to Minimum Rent Account, 
the balance of the latter account being transferred 
to Short Workings Account. If there is a right to 
recoup short workings, the Short Workings Account 
is treated as an asset and appears as such in the 
Balance Sheet. 

(4) For those years in which the royalty on output exceeds 

the minim um rent, there is no necessity to open 
an account for the latter, the better method being 
to debit the Royalty Account and credit the Land¬ 
lord direct with the full amount of royalty on the 
tonnage produced. 

(6) Where a debit balance exists in the Short Workings 
Account and the royalties exceed the minimum 
rent, the royalty on the excess tonnage is debited 
to the Lan^ord and credited to Short Workings 
Account. This process is repeated each year there 
is excess tonnage until the Short Workings Account 
is extinguished. Where, however, the lease pro¬ 
vides that the right of recovery exists only for a 
certain period, at the end of that period any 
balance to the debit of Short Workings Account 
must be written off to the Profit and Loss Account. 

These principles are illustrated in the following example :— 


EXAMPLE. 

A brick and tile company leased land from Earl Loam at a minimum rent 
of £1,000 pf'r annum and a royalty of 6d. j)er ton on all the clay raised, short 
workings to be recouped during the first four years. The clay raised in the 
first four years was as follows: 

28,200 tons. 

28,800 „ 


1st year 
2nd year 
3rd year 
4th year 
6th year 


33,400 

56,800 

00,0(M) 


Show the journal entries and ledger accounts rijlating to these transactions 
in the books of the company. 


JOURNAL. 


Minimum Rent Account 

To Landlord .... 
Being agreed minimum rent. 

1 

Dr. 

£ 

1,000 

! Royalties Account 

. Dr. 


706 

1 To Minimum Rent . 




Being royalties on output oj 28,200 tons at 



6d. per ton. 





Or. 

£ 

1,000 

705 
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JOURNAL—conlinwed. 


Ist year Profit and Loss Account 

To Royalties Account 

Being balance transferred. 

. Dr. 

„ „ Short Workings Account . 

. Dr 

To Minimum Rent Account 

. , 

Being balance transferred. 


2nd year Minimum Rent Account 

. Dr. 

To Landlord .... 

, , 

Being agreed minimum rent. 


„ „ Royalties Account 

. Dr. 

1 To Minimum Rent Accoimt 

1 

Being royalties cm output of 28,800 tons | 

at 6d. 


„ Profit and Loss Account 

. Dr. 

1 To RoyaItic.s Account 

, , 

i Being balance transferred, 

1 


„ „ Short Workings Account . 

. Dr. 

i To Minimum Rent Account 


' Being balance transferred. 


3rd year Minimum Rent Account 

. Dr. 

j To Landlord .... 

• 

Being agreed minimum rent. 


„ „ Royalties Account 

. Dr. 

i To Minimum Rent Account 


j Being royalties on output of 33,400 tons at ! 

6d. per ion. 

1 

„ „ Profit and Loss Account 

. Dr. 

To Royalties Account 

• 

Being balance transferred. 


„ „ Short Workings Account . 

. Dr. 

To Minimum Rent Account 

, 

Being balance transferred. 


4th year Royalties Account 

. Dr. 

To Landlord .... 


Being royalties on output of 55,800 tons at i 

/>j_J_ 


6(i. per ton. 


Landlord. Dr, \ 



To Short Workings Account . 
Being amount recoverable. 


ft ft 

Profit and Loss Account 

. Dr. 


To Royalties Account 

Being balance transferred. 

• 


Dr, ; Cr, 
£ i £ 
705 ! 

I 705 


11 295 ! 

; I 295 

;i’ I 

i 1,000 

l| ; 1,000 


[i 720 i 
i I 720 


720 i 

I 720 


280 : 

280 


1,000 

1,000 


835 

835 


835 I 

! 835 


165 

165 


1,395 , 

i 1,395 

1 


395 j 

395 


1,395 I 

l| I 1>396 
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JOURNAL— cmi\n%td. 


4th year 

Profit and Loss Account . . , Dr, 

To Short Workings Account 

Btvnjg amourU irrecoverable under terms 
of lease, written off. 


Dr. 

£ 

346 

5th year 

Royalties Account .... Dr. 

To Landlord. 

Being royalties on output of 60,000 tons 
at 6d, per ton. 


1,600 


Dr, MINIMUM RENT ACCOUNT. Gr, 


let Tear 

To Landlord . 

£ 

1,000 

let year 

By Royalties . 

„ Shortworkings . 

£ 

706 

296 



£1.000 

i 


£1,000 

2T><i „ 

To Landlord . 

1,000 

i 

1 2nd „ 

i 

By Royalties . 

„ Shortworkings . 

720 

280 



£1,000 

1 

1 


£1,000 

3rd „ 

To Landlord 

1,000 

|3rd „ 

By Royalties . 

„ Shortworkings . 

836 

166 



£1,000 

i 

1 

1 


£1,000 

Dr. 


LANDLORD. 


Cr. 

\ 

1 

Ist year j 

To Cash . 

£ 

1,000 

1 let year 

By Minimum Rent . 

r 

£ 

1,000 

I 

2iid „ 

tf rt • • 

1,000 

I 

jznd „ 

ft ft • 

1,000 

3rd „ 1 

ft n • 

1,000 

3rd „ 

1 

ft ft • 

1,000 

4th I 

» 1 

ft tf • • • 

„ Shortworkings 

i! 

1,000 il 4th „ 
395 i| 

„ Royalties . 

1,396 

1 

1 


£1,396 



£1,396 

6th ’ 

„ Cash . 

1,500 

6th „ 

tf ft • 

1,600 
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ROYALTIES ACCOUNT. 

6V. 



£ 



£ 

let year 

To Minimum Rent . 

706 

Ist year 

By Profit and 

IaOss 


; 



Account . 

705 

2nd „ 

»» »i 

720 

2nd „ 


„ 720 

3rd „ 


836 

i 3rd „ 


„ 835 

4th „ 

„ Landlord . 

1,396 

4tl> „ 


1,395 

5 th „ 

„ . . 

1,500 

i 6th „ 


1,500 

Dr. 

SHORT WORKINGS ACCOUNT. 

Cr, 



£ 



' £ 

lat year 

To Minimum Rent , 

295 

4th year 

By Landlord . 

. 395 

2nd „ 

»> »* • 

280 

! 

„ Profit and 

Loss 1 345 

3rd ^ 

•> • 

166 


Account . 

• 1 



£140 



£740 

Dr, 


CASH 

BOOK, 


Cr. 



11 

i: 


£ 




let year 

By Landlord . 

. 1,000 




2nd „ 


. ; 1,000 




3rd „ 


. i 1,000 




4th „ 

. 

. : 1,000 




51 h „ 


. , 1,600 

Dr. 

PROFIT AND LOSS ACCOUNTS. 

Cr. 



£ 




1st year 

To Royalties , 

706 

I 


i 

2nd „ 

t» »» • • 

720 

! 


1 

i 

1 

3rd „ 

»♦ »» • • 

8^ 




4th „ 


1,396 

i 




„ Shortworkings 

346 



t 

1 

Oth 

„ Royalties 

1,500 

1 


1 

i 

1 






1 
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HIRE-PURCHASE ACCOUNTS 

Under the Hire-Purchase System, goods are delivered to a 
person (called the “ hire-purchaserin return for his under¬ 
taking to pay agreed amounts at specified intervals for a certain 
period, and on the understanding that at the end of that 
period, when the payments are completed, the goods become his 
absolute property. Hire-Purchase transactions are now con¬ 
trolled, to a large extent, by the Hire-Purchase Act, 1938, which 
came into operation on 1st January, 1939. The special features 
of these transactions are :— 

(1) The goods remain the property of the vendor until 

the whole of the payments are completed, and if 
default is made he can take steps to recover them. 
By the Hire-Purchase Act, 1938, which applies only 
to hire-purchase agreements under which the total 
price does not exceed £50 in the case of motor 
vehicles, railway wagons or other railway stock, 
£500 in the case of livestock and £100 in the case 
of other articles) it is provided that where the hirer 
has paid one-third of the total price payable for 
the goods, the owner must not enforce any right 
to recover possession of the goods otherwise than 
by action in the County Court. Where, in such 
circumstances, the owner does apply to the Court, 
the Court may make any one oi' the following 
alternative orders:— 

(а) It may order specific delivery of the goods to the owner ; or 

(б) It may order specific delivery subject to postponement of 

the operation of the order on condition that the hirer or 
any guarantor pays the unpaid balance at such times 
and in such amounts and subject to the fulfilment of 
such other conditions as the Court thinks just; or 

(c) It may order some of the goods to become the property 
of the hirer and the remoinder to be given up to the 
owner. 

(2) Usually, the hire-purchaser is not compelled to com¬ 

plete the whole transaction; and if he so desires, 
the agreement may be cancelled and the goods 
returned, but the hire-purchaser must forfeit the 
instalments he has paid. In cases where the Hire- 
Purchase Act applies it is provided that the hirer 
may determine the agreement by giving written 
notice of termination to the person entitled to 
receive the instalments, but in the event of such 
termination he is liable for all instalments then due 
plus the amount, if any, by which one-half of the 
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hire-purchase price exceeds the total of the sums 
paid and the sums due, or for such lesser amount 
as may be specified in the agreement. 

(3) The hire-purchaser frequently has to undertake to keep 

the goods in sound repair and good condition until 
the last payment is made. 

(4) In some cases, e.g., railway waggons, the sale price 

is the normal cash selling price, but the agree¬ 
ment provides that the purchaser shall pay in¬ 
terest at an agreed rate per annum on the balance 
outstanding. 

(5) In other cases, principally for furniture and musical 

instruments, an agreed total sum is payable without 
any rate of interest being specified, but, neverthe¬ 
less, the total price is composed of the cash price 
(the true selling value of the goods—which must be 
clearly shown when the agreement is completed in 
cases to which the Hire-Purchase Act applies), plus 
interest for the period during which payments are 
being made. 

These transactions must be distinguished clearly from a 
purchase and sale by instalments, in which the absolute owner¬ 
ship is immediately transferred to the purchaser, and in which, 
on default by the purchaser, the vendor cannot reclaim the 
goods, but can sue for the unpaid instalments. The distinction 
is important, as under the hire-purchase system the goods do not 
become the property of the purchaser until the final payment 
has been made and, consequently, the vendor can recover the 
goods if the purchaser does not pay the instahnents (subject, of 
course, to the provisions of the Hire-Purchase Act being complied 
with). Special treatment must be given to these transactions, 
both in the books of the vendor and in those of the purchaser. 

The Books of the Vendor. 

There are thrt^e methods which are usually adopted, according 
to the type and value of goods sold, and the length of the period 
of purchase. 

Method I. In the case of a business which transacts numerous 
hire-purchase sales of a comparatively small value, it is preferable 
to open separate memorandum hire-purchase books. A Hire- 
Purchase Sales Day Book is kept, ruled to disclose both the Sale 
Price and the Cost Price of the goods. This book should also 
show the number of instalments payable and the number of the 
Hire-Purchase agreement. The Sale Price is debited to the 



542 PRINCIPLES AND PRACTICE OP BOOK-KEEPING AND ACCOUNTS 

individual purchasers’ accounts in a memorandum Hire-Purchase 
Ledger, these accounts being credited with all instalments paid. 
The total of the “ sale price ” column may be credited to an 
Adjustment Account, wliich will be debited with the total instal¬ 
ments received. If the agreement is cancelled by the hirer and 
the goods are returned any sum payable by virtue of the provisions 
of the Hire-Purchase Act (the amount, if any, by which one-half 
of the hire-purchase price exceeds the total of the sums paid 
and the sums due) should be credited when received to the 
individual purchaser’s account in the Hire-Purchase Ledger and 
debited to the memorandum Adjustment Account. The amount 
then remaining unpaid on the cancelled agreement will be posted 
from a Hire-Purchase Returns Book (ruled similarly to the 
Hire-Purchase Sales Day Book) to the credit of the Hire- 
Purchaser’s Account, and debited in total at the end of the 
period to the Adjustment Account. 

If the hirer defaults and action is taken under the Hire- 
Purchase Act x-o recover the goods the entries necessary in the 
boclos will, of course, depend upon the order made by the Court :— 

(1) It an order is made for specific delivery of the goods 

to the owner the instalments unpaid will be posted 
from the Hire-Purchase Returns Book to the credit 
of the Hire-Purchaser’s Account, and debited in 
total at the end of the period to the Adjustment 
Account. This is the normal treatment of goods 
returned under Hire-Purchase Agreements. 

(2) If an order is made for specific delivery subject to 

postponement of the operation of the order on 
condition that the hirer pays the unpaid balance 
at such times and in such amounts as the Court 
thinks just there are various methods of treating 
the reduced instalments payable by the hirer if he 
decides to continue the agreement. One method 
would be to bring down a balance on the Hire- 
Pvuchaser’s Account at the date of change and to 
make a note of the alteration at the top of the 
account. The reduced instalments would then be 
posted to this account in the usual way. Another 
method would be to show the Hire-Purchaser’s 
Account at the date 9f the order by a transfer of 
the balance to the Adjustment Account through 
the Hire-Purchase Returns Book, as though the 
goods were returned on that date, and then to open 
a new account for the balance in the same manner 
as an account would be opened for a new agreement. 
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(3) If an order is made for some of the goods to become 
the property of the hirer and the remainder to be 
given up to the owner the entries necessary in the 
memorandum Hire-Purchase records will be the 
same as in (1) above. The fact that only part of 
the goods are returned does not affect the records. 

It must be emphasised that the above entries are of a m&nman- 
dum nature only, and do not form part of the ordinary double¬ 
entry system, though the Hire-Purchase Ledger is made self¬ 
balancing, by means of the Adjustment Account. 

In the Financial Books the personal aspect is ignored, the 
entries being recorded in total only. 

The transactions are summarised in the General Ledger in 
the following manner :— 

(1) The total stock issued to hirers each period is debited 

to a “ Stock out on Hire-Purchase Accoimt ” at cost 
price (as disclosed by the Memorandum Hire-Purchase 
Sales Day Book), and credited to a Hire-Purchase 
Sales Account at the same figure, the latter accoimt 
being closed at the end of the trading period by 
transfer to Trading Account. 

(2) Stock returned by hirers upon cancellation of the 

agreements, or on default in accordance with the 
order of the Court, is debited to the Hire-Purchase 
Sales Account, and credited to the Stock out on 
Hire-Purchase Account. The amount is ascertained 
by computing the cost of the balances unpaid. 

(3) The periodical total of instalments paid by hirers and 

any amounts paid on cancellation are credited to 
the Stock out on Hire-Purchase Account from the 
Cash Book. 

(4) The goods retimned will be brought into the general 

stock for Balance Sheet purposes, adequate allowance 
being made for depreciation caused through the use of 
the articles. 

At the end of the financial year a schedule is prepared show¬ 
ing the amounts still to be paid by the hirers, from which is 
deducted the proportion of profit included in such amoimts. 
The net total thus arrived at is credited to the Stock out on 
Hire-Purchase Accoimt and brought down as the first debit entry 
in the same account for the next financial period. This account 
will then show a balance—usually a credit balance—repre¬ 
senting the profit for the period, and this is transferred to the 
Profit and Loss Account. 
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EXAMPLE. 

The following Hire-Purchase transactions were entered into by the Easy-Pay 
Furnishing Co., Ltd.:—* 




Sale 





Price. 

Cost. 

Instalments. 

1941. 


£ 

£ 


Jan. 1. J. Peel 


60 

30 

10 equal monthly. 

„ 6. S. Healey . 


20 

14 

6 ft ft 

„ 10. H. Sutcliffe. 


72 

48 

12 „ 

„ 12. T. Wilson . 


30 

20 

6 equal quarterly. 

„ 20. A. Harrison 


45 

27 

9 equal monthly. 


All instalments were paid on the due dates except those of H. Sutcliffe, who 
failed to pay his instalments after April 1941. Action was taken under the Hire- 
Purchase Act to recover these goods and on 12th June the Court ordered specific 
delivery of these goods to the company. 

Record the above transactions in the books of the company for the six months 
to 30th June 1941 (on the assumption that these were the only sales made during 
that period) and carry down the balances on that date. 


MEMORANDUM HIRE-PURCHASE SALES DAY BOOK. 


Date 

Ajiree- 

uent 

Particulars. 

Instahuonts. 

H.P. 

Ledger 

Total 

Price. 


Cost 

Prinfi. 


Numoer. 



Fol. 





1941. 


_ 



£ 8. 

d. 

£ 

8. 

d. 

Jan. 1 

1 

J. Peol . 

10 equal monthly . 

1 

60 iO 

0 

30 

0 

0 

» 5 

2 

S. Haley . 


2 

20 0 

0 

14 

0 

0 

10 

3 

H. Sutcliffe 

12 ,, ft 

3 1 

72 10 

!oi 

i 48 

0 

0 

„ 12 

4 

T. Wilson 

6 equal (piartcrly. 


30 0 

0 

' 20 

0 

0 

M 20 

5 j 

A Harrison. 

9 equal monthly . 

5 ! 

45 ; 0 

01 

1 27 

0 

0 






£217 0 

0 :£139_ 

0 

0 


___ 

'..... 

... __ 

.. 

_ 


I_ 

_ 

_ 


MEMORANDUM HIRE-PURCHASE LEDGER. 

Fdio 1. 

Dr. J. PEEL. Or. 


1941. 

i 

£ ; 

1941. 



£ 

Jan. 1 

To Goods 


60 1 

Jan. 1 

By Cash 


6 





Feb. 1 


6 





Mar, 1 



6 





A pi. 1 

♦» »> • • 


6 





May 1 

»» >> • 


5 





June 1 

• 


6 

i 



I 

„ 30 

„ Balance . 

cfd. 

20 




£60 ! 




_£60 

July 1 

To Balance . 

bid. 

\ 

20 j 
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Folio, 2 

Dr, S. HALEY, Cr, 


1941. 

1 

£ 

1941. 


, £ 

Jan. 5 

To Goodfl 


20 

Jan. 5 

By Cash 


4 





Feb. 6 



4 





Mar. 5 



4 





.^)1. 6 

9f • • i 


4 





MjEiy 6 ' 

. . 


4 




£20 



! £20 









Folio 3. 


Dr, 


H. 

SUTCLIFFE. 

Cr. 

1941. 



£ ! 1941. 


£ 

Jan.10 

To Goods 


72 1 Jan. 10 By Caali 


6 




1 Feb. 10 „ »» • • 


0 



1 1 Miir. 10 „ „ . . 


6 



: A])l. 10 „ „ . . 


6 

♦ 


1 June 12 „ Retunia . 


48 


! 

i £72 ; , 


£72 



1 




Dr. 


T. WILSON. 

Folio 4. 
Cr. 

1941. 
Jan. 12 

To Goods 


1 

£ 1941. 

30 Jan. 12 By Cash 

1 Apl. 12 „ „ 

June 30 „ Balance . 

' £ 

6 

6 

. cjd. 18 




£30 

1 £30 

July 1 

To Balance . 

j 

hid. 

18 , 

:! i 

i i 

1 1 

I 1 


Dr, 


A. HARRISON. 


Folio 5, 
Cr. 


1941. 



£ 

Jan. 20 

I’o Goods 

1 

i 


45 




£15 

July 1 

To Balance . 


15 


1941. 


i £ 

Jan. 20 

By Cash 

; 

Fob. 20 

»» >> • • 

1 5 

Mar. 20 



6 

Apl. 20 



S 

May 20 

»> t» • • ; 


5 

Juno 20 

1 

»> »» 


5 

» 30 

1 „ Balance . 

r/d. 

ir. 




£45 


S 
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Dr. 


ADJUSTMENT ACCOUNT. 

Or. 

1941. 



£ 1 

1941. 

] 


£ 

June 30 

To Cash 

, , 

116 

June 30 

By Goods 


217 


„ Returns . 


48 





„ Balance . 

. cjd. 

63 


i 






£2n 




;£217 




1 1 

1 July 1 

By Balance . 

hid. 

1 

! 53 


Dt. [EXTRACTS FROM] CASH BOOK. Or. 




H.P. 

1 

1 



1941. 


Ledger. 

£ ; 





Jan. 1 

To J. Peel. 

1 

5 





» 5 

„ S. Haley 

2 

4 ; 





„ 10 

„ H. Sutcliffe . 

.3 

6 





„ 12 

„ T. Wilson 

4 

6 





„ 20 

„ A. Harrison . 

5 

6 





Feb. 1 

„ J. Peel. 

1 

5 





„ 6 

„ S. Haley 

2 

4 , 





, 10 

„ H. Sutcliffe . 

3 

6 : 





20 

„ A. Harrison . 

5 

6 





Mar. 1 

„ J. Peel. 

1 

5 , 





M 0 

„ S. fJalcy 

2 

4 i 





M 10 

, il. SutcMe . 

3 

6 : 





M 20 

, A. Hanison . 

6 

6 ' 





Aid. 1 

„ J. Peel, 

1 

6 1 






f . S. Haley 

2 i 

4 





„ 10 

' ,v H. Sutcliffe . 

3 

6 ' 





,, 12! 

„ T. Wilson . . 1 

4 

6 





„ 20: 

! „ Harrison . 

5 

5 





May 1 

i „ J. Peel. 

1 

6 





» 6 

M S. Haley 

2 I 

4 





„ 20 

,, A. Harrison . 

6 

, 





June 1 

„ J. Peel. 

1 j 

5 





20 

,, A. Harrison . 

6 * 

6 i| 


i 





£116 I 


i 

i 



[In practice the Cash Book would probably be of the columnar 
type, with a column for Hire-Purchase Instalments, in which the 
above entries would appear.] 


GENERAL LEDGER. 


Dr. STOCK OUT ON HIRE-PURCHASE ACCOUNT. 

Or. 

1941. j 

£ 

- 1941. 


\ £ 

June 30 To Cost of Stock sent out 


1 June 30 

By Cash 

i 116 

1 on Hire-Purchase, 


; 30 

„ Hire-Purchase Sales 

i 

; per Day Book 

! 139 


Account-Returns . 

1 32 

„ 30 „ Profit and Loss 


i » 30 

„ Stock out on Hire- 

i 

Account 

i 

1 42 

1 

i 

Purcliase, per 
Schedule 

cld. 

33 

! 1 

1 

1 

! 1 £181 

1 1- - 



£181 

1 

1 

July 1 1 To Balance . 

__ '_ 1 

1 

hjd. 33 
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Dr. 

HIRE-PURCHASE SALES ACCOUNT. 

Or. 

1941. 



1 

£ { 

1941. 


£ 

June 30 

To Stock out on Hire- 


j 

June 30 

By Stock out on Hire- 



Purchase Account 




Purchase Account. 

139 


—Goods Returned. 


32 ' 




» 30: 

1 

„ Trading Account ♦ 


107 ; 


1 





£139 


! 

£139 


__ _ _ 







* Alternatively, tliis figure may be credited to Purchases Account, the not balance 
on which would be transferred to Trading Account. 


The valuation of the cost of H. SutcUfle’s goods returned is computed: 
Ratio of Unpaid Instalments to Total Instalments is 8:12. Cost of unpaid 
instalmonts ^/o of £48 =£32. 



Valuation of Hire-Purchase Stock on 30th June, 1941. 


H.P. 

Total 

Instalments 

Instalments 

Total 

Proportion 
of Cost 
Unpaid. 

Value of 

Ledger, 

Instalments. 

Paid. 

Unpaid. 

Cost. 

Stock. 





£ 8. d. 


£ 8. , d. 

1 

10 

0 

4 

30 0 1 0 

4/10 

12, 0 0 

4 

5 

2 1 

3 

20 0 ! 0 

3/5 

; 12 0 0 

5 

9 

6 

3 

27 0 i 0 

3/9 

i 9 0,0 





; i 

Total Stock. 

! £33 0 0 

; , ! 


Method II. Where the goods are of considerable value, but 
the transactions are not numerous (the type of concern that will 
not be affected by the provisions of the Hire-Purchase Aot), the 
vendor may debit the hire-purchaser with the cash price of the 
goods, and, as each instalment falls due, debit him also with 
interest on the amount owing, the balance being brought dowm 
periodically in the usual manner. Under this method, the 
ordinary selling price is credited to Sales Account, or to a special 
Hire-Purchase Sales Account, and is subsequently transferred 
to Trading Account as part of the total sales for the year in 
which the sale is effected. Similarly, Interest Account is credited 
with its proportion of interest as the instalments fall due, and 
thus it is arranged that the accounts for each year correctly 
include all transactions falling within that period. 

If the goods are returned and the agreement cancelled, the 
amount unpaid is credited to the purchaser and debited to Sales 
Returns Account. The hire-purchaser, however, must pay 
interest from the date of the last instalment to the date on 
which the goods are returned, and, if the goods are not in sound 
condition, he may also have to pay for the cost of reconditioning 
them, according to the terms of the contract. 
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EXAMPLE. 

The Waxwell Waggon Co., Ltd., disposes of 4 waggons to the Ewell Colliery 
Co., Ltd., on the hii’e-purchase system. The agreed cash selling price is £860, 
which is to bear interest at 6% per annum with half-yearly rests. A payment 
of £200 is to be made on delivery amd the balance by half-yearly instalments of 
£120 at the end of June and December, the final instalment being adjusted to 
the exact amount due. Show the ledger accounts in the vendor’s bookst 


Dr. 


THE EWELL COLLIERY CO., LTD. 


Cr. 


19.. 

i i 

£ 

8 . 

d. 

19.. 



£ 8 . 

d. 

Jan. 1 

I To Sales (Waggons) | 

: „ Six Months’ In- 1 

860 

0 

0 

Jan. 1 

By Cash 


200 0 

0 

June 30 




June 30 

99 99 • • 


120 0 

0 


1 teresb at 6% 

i p.a. on £660 . 

19 

10 

0 

t» )» 

„ Balance . 

cjd. 

649 10 

0 


£869 

10 

0 




£869 10 

0 

1 ^ ' 

June 30 

To Balance . . * bjd. 

649 

10 

0; 

Dec. 31 

By Cash 


120 0 

0 

Dec. 31 

„ Interest on 



9| 


„ Balance . 

cld. 

446 19 

9 


£649 lOs . i 

16 

9 







i 

£666 

19 

i.l 




£666 19 

0 


’ 



! 

19.. 





Dec. 31 

To Balance . . ! bjd. 

445 

19 

9! 

June 30 

By Cash 


120 0 

0 

19.. 



i 

•• ff 

„ Balance . 

cjd. 

339 7 

4 

June 30 

. Interest on 



i 






£446 198 Od . i 

1 

13 

7 

7! 








£459 

7 

4| 




£469 7 

4 

June 30 

1 To Balance . . bid. 

339 

7 

4 

Dec. 31 

By Cash 


120 0 

0 

Deo. 31 

1 „ Ii.tercat on 




1 ff ff 

: „ Balance . . j 

cjd. 

229 10 11 


i £339 7s4d . 

10 

3 

7 

1 

1 

j 




i 

£349 

10 

11 |i 



£349 10 11 


i ! 



1 

1 

19.. 

i 




Deo. 31 

To Balance . . , bjd. 

1 

229 

10 

H| 

June 30 

By Cash 


120 0 

0 

19.. 



1 

>9 99 

„ Balance . 

cjd. 

116 8 

8 

June 30 

,, Interest on 



1 






£229 lOs lid . ; 

6 

17 








1 

1 

£236 

8 

8 




£236 8 

8 

June 30 

To Balance . . | bjd. 

116 

8 

si 

i 

Dec. 31 

By Cash 


119 18 

6 

Deo. 31 

„ Interest on i 








1 £116 88 8d . 

3 

9 

10: 

j 







i 

£119 18 





£119 

6 


i 



' 






Df. SALES ACCOUNT. 


I 

This account will be closed 
by transfer to the Trading 
Accountjfor the year in which 
the sale took place. 


/: 19.. I 1 

I I Jan. 1 I By Ewell Colliery Co. 


Cr. 


£ 8. d. 

860 0 0 
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Dr. INTEREST ACCOUNT. 

6V. 



19.. 
June 30 
Dec. 31 

By Ewell Colliery Co. 


£ 8. d. 
19 10 0 
16 9 9 

- 






£35 19 9 

This account will bo 
closed each year by trans¬ 
fer to the Profit and Loss 


19.. 
June 30 
Dec. 31 

By Ewell Colliery Co, 

»» »» »» 


13 7 7 
10 3 7 

Account. 



: 

£23 11 2 



19.. 
June 30 
Dec. 31 

1 

By Ewell Colliery Co. • 

»» »» »» 

1 6 17 9 

1 3 9 10 



j 

I 

i £10 7 7 


Method III. An alternative to Method TI. is sometimes 
adopted, whereby the cash selling price is credited to revenue for 
the period in which the sale takes place, while the interest included 
in the hire-selling price is transferred to an Interest Suspense 
Account, which is transferred to Profit and Loss Account over 
the period elapsing between the date of the sale and the date 
when the final instalment is paid by the purchaser. As compared 
with Method II., interest is transferred to Profit and Loss Account 
in total in respect of the sales for the period, instead of being 
computed separately in respect of each hire-purchase debtor. 

Apportionment of the sale price of each transaction between 
Sales Account (which is credited with the cash selling pri ;e) and 
Interest Suspense Account is best effected by the use of a columnar 
Hire-Purchase Sales Journal ruled as follows :— 


Date. 


Name and 
Particulars. 


Fo. 


Cash 


Detaik. j |: filing | 


d. 


i! 

d. i| £ 


Price * Suspense. 

i 

d. i £ 


The individual amounts in the “ Invoice Total column are 
debited to the hire-purchaser, wliilst the totals for the month 
of the Cash Selling Price ” and the “ Interest Suspense '' columns 
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are credited to Hire-Purchase Sales Account and Interest Suspense 
Account respectively. The sales for the year are credited in due 
course to the Trading Account, whilst that portion of the Interest 
Suspense Account which represents the current year’s interest is 
transferred to the credit of Profit and Loss Account. The balance 
of the Interest Suspense Account is carried forward as a reserve 
and appears in the Balance Sheet as a liability. 

EXAMPLE. 

Assuming the same facts as in the Example on page 548, with an agreed cash 
selling price of £850 and a total addition for interest of £59 18s. 6d., show the 
ledger accounts at the end of the first year in the vendor’s books. 


Dr. THE EWELL COLLIERY CO., LTD. Cr. 


19.. 



£ 8. d. 

19.. 



£ 8. d. 

Jan. 1 

To Sale (W’aggons) 


850 0 0 

Jan. 1 

By Cash 


200 0 0 


„ Interest Sua- 



June 30 



120 0 0 


pense Account 


69 18 6 


„ Balance . . | 

cjd. 

699 18 6 




£919 18 6 




£919 18 6 

July 1 

To Balance . 

b/d. 

599 18 6 

Dec. 31 

By Cash 


120 0 0 






„ Balance 

c/d. 

479 18 6 




£599 18 6 




_£599 18 6 

19.- i 








Jan. 1 j 

1 

To Balance . 

1 

b/d. 

479 18 6 



[ 



Dr. HIRE-PURCHASE SALES ACCOUNT. Cr, 


The account will 
be closed by 
transfer to the 
Trading Account* 
for the year in 
which the sale 
took place. 


19.. 



£ B. d. 

Jan. 1 

By Ewell Colliery 




Co. Ltd. . 

i 

1 

850 0 0 


Dr. INTEREST SUSPENSE ACCOUNT. Cr. 


Interest will be 
transferred to 
the credit of 
Profit and Loss 
Account in total 
in respect of the 
interest relating 
to the year. 


19.. 



£ 8. d. 

Jan. 1 

By Ewell Colliery 




Co., Ltd. 

1 


69 18 6 


Note. —The transfer for interest in respect of the above transaction will 
amount to £35 19s. 9d. for the first year (see page 549). 
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If a trader using Methods II. or III. does deal in goods coming 
within the provisions of the Hire-Purchase Act he will have to 
make the necessary adjustments to record properly the cancella¬ 
tion by the hirer in accordance with the provisions of the Act 
and in the case of default any alterations of instalments ordered 
by the Court. 


The Hire-Purchaser’s Books. 

The following are the principal methods of recording hire- 
purchase transactions in the purchaser's books :— 

Method I. The full cash price is debited to the Asset Account 
and the same figure credited to the Vendor's Account. Interest is 
then credited periodically to the latter account, all cash payments 
being debited thereto The transaction is shown in the hire- 
purchaser’s Balance Sheet by deducting the outstanding credit 
balance on the Vendor’s Account from the depreciated book value 
of the asset. 


The transactions outlined on page 548 would be recorded in 
the following manner, assuming that the purchaser charges 
depreciation at 10% per annum on the reducing instalment 
system. 


Dr, WAGGON ACCOUNT. (>. 





— 

. 


10.. 


£ 8. d. I 

19.. 


: £ 8. d. 

Jan. 1 

To Waxwell Waggon 


Dec. 31 

By Depreciation . 

85 0 0 


Co., Ltd. 

850 0 0 


„ Balance . 

c/d., 765 0 0 



£850 0 0 ' 



:£860 0 0 

19.. 


1 ] 

1 1 

1 1 

19.. 



Jan. 1 

To Balance . 

6/i.i 766 0 0 

Dec. 31 

By Depreciation . 

76 10 0 





„ Balance . 

c/d. , 688 10 0 



i£765 0 0 



£765 0 0 

19.. 


i 

1 

19.. 



Jan. 1 

To Balance . 

bjd. ' 688 10 0 

Dec. 31 

By Depreciation . 

, 68 17 0 





„ Balance . 

c/d. 1 619 13 0 



£688 10 0 



j£688 10 0 

19.. 






Jan. 1 

To Balance . 

bld.\ 619 13 0 



1 

- 

_ . , _ _ . 


__ ^ 

_ - . - - . 

' . — . 
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Dr. WAXWELL WAGGON CO., LTD. Or. 


19.. 1 


£ 8. d. 

19.. 



£ 8. d. 

Jan. 1 : To Cash 


200 0 0 

Jan. 1 

By Waggon Ac- 



June 30 „ „ 


120 0 0 


count . 


860 0 0 

1 „ Balance . 

cjd. 

549 10 0 

June 30 

„ Interest . 


19 10 0 



£869 10 0 




£869 10 0 

Doc. 31 'I'o Cash 


120 0 0 

July 1 

By Balance . 

bid. 

649 10 0 

„ Balance . 

cld. 

445 19 9 

Dec. 31 

„ Interest . 


16 9 9 



£665 19 9 




£685 19 9 

19.. 


j 

19.. 




June 30 To Cash 


120 0 O! 

Jan. 1 

By Balance . 

bid. 

445 19 9 

. ,, Balance . 

cjd. 

339 7 4 ! 

1 

June 30 

„ Interest . 


13 7 7 

i 


£459 7 4 




£Jt59_2_l 

Dec. 31 To Cash 


120 0 0 

July 1 

By Balance . 

bid.i 

339 7 4 

„ Balance . 

cld. 

229 10 11 1 

Dec. 31 

„ Interest . 


10 3 7 



£349 10 11 1 




£349 10 11 

1 

19.. : 


i 

19.. 

! 



Juno 30 /I'o Casli . . | 


120 0 Oi 

Jan. 1 

i By Bakneo . 

1 

229 10 11 

„ Balance . . | 

cjd. 

116 8 8 

Juno 30 

„ Interest . 


0 17 9 

i 

1 

1 


£2,36 8 8; 



1 

£236 8 8 

Dec. 31 : To Cahh 

1 

119 18 o; 

July l' 

By Balance . 

I bid. 

; 116 8 8 

I 


1 

Dec. 31 

„ Interest . 

1 

1 3 9 10 

1 


£119 18 oj 


i 

i 

i 

i __ 

!£119 18 6 


Dr. 


INTEREST ACCOUNT. 


Or. 


19.. i 

June 30 , To Wax^ell Co. 
Dec. 31 „ „ 


19.. I 

June 30 ; To Wax well Co. 
Dec. 31 I „ „ 


19.. I 

June 30 To Wax well Co. 
Dec. 31 i „ „ 


£ 

8 . 

d.i 

19 

10 

01 

10 

9 


£35 

19 

9; 

13 

7 

7 

10 

3 

7 

!£23 

11 

2 

6 17 

9 

3 

9 10 

£10 

7 

7_ 





This account is closed each 
^ year by a transfer to the debit 
of Profit and Loss Account. 
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Dr. 


DEPRECIATION ACCOUNT. 


Cr. 


19.. 


- 

£ 8. d.. 

Deo. 31 

To Waggon A/c. . 

86 0 0* 

19.. 



Dec. 31 

To Waggon A/c. . 

76 10 01 

19.. 
Deo. 31 

To Waggon A/c. . 

68 17 0 


This account is closed each 
year by a transfer to the debit 
of Profit and Loss Account, 


The advantage of this method is that the full value of the 
asset and the liability to the vendor at any time are disclosed 
by the books. 

Method 1L As the goods do not become the property of the 
hirer until the purchase is fully completed, it is sometimes con¬ 
sidered that no entry should be made in his books until each 
instftlment becomes due, except in cases where a payment is made 
on delivery of the goods, when this payment is debited wholly to 
the asset account. Each subsequent payment is divided into two 
portions, one portion representing part of the purchase price and 
the balance being the interest, as indicated in the following 
journal entry :— 


19.. 
June 30 


Sundries . . . . Dr. \ 

To Waxwell Waggon Co., Ltd. . j 
Waggon Account. . . . i 

Interest Account . . . | 

Being ajyporiionment of pay- i 
merit made this date for hire , 
purchase of waggons, I 


£ s. d. I £ 8. d. 

I 

' 120 0 0 

100 10 0 
19 10 0 I 


I 


The asset account is thus debited with the actual amount 
paid as part of the purchase price, and Interest Account is debited 
with the amount of interest paid. 

Any expenditure on repairs is debited to Profit and Loss 
in the year in which the repairs are effected, and further, 
depreciation must be charged on the full cash value of the 
waggons, so that by the time the last payment is made, the 
book value of the asset appears at its true value on that date, 
i.e., its original value less depreciation. 


EXAMPLE. 

Show the ledger accounts in the books of the Ewell Colliery Co., Ltd., for the 
hire-purchase transactions outlined on page 548, providing for depreciation at 
10% per annum on the reducing instalment system. 

s* 
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Dr. 

THE WAXWELL WAGGON CO., LTD. 


Cr. 

19.. 


! £ 

8. 

d. 

19.. 



£ 

8. 

d. 

Jan. 1 

To Cash 

: 200 

0 

0 

Jan. 1 

By Waggon A/c. 


200 

0 

0 

June 30 

MM • • ' 

120 

0 

0 

June 30 



100 10 

0 







„ Interest A/c. 


19 

10 

0 



: £320 

0 

0 




£320 

0 

0 

Dec. 31 

To Cash 


120 

0 

o; 

Dec. 31 

By Waggon A/c. 


103 

10 

3 







„ Interest A/c. 


10 

9 

9 


I 

£120 

0 

0! 




£120 

0 

0 

19.. 





19.. 






June 30 

To Cash . . I 

120 

0 

o! 

June 30 

By Waggon A/c. 


100 12 

5 





j 


„ Interest A/c. 


13 

7 

7 

1 

1 

i 

£120 

0 

0; 




£120 

0 

0 

Dec. 31 ' 

1 

To Cash . . 1 

120 

0 

0| 

Deo. 31 

By Waggon A/c. 


109 

10 

5 

j 

; 



i 

1 

„ Interest A/c. 

1 

10 

3 

7 


j 

£120 

0 

0 



i 

£120 

0 

0 

19.. j 

i 



19.. ! 

1 




June iiO j 

To Cash . . ; 

120 

0 

0 

' June 30 1 

By Waggon A/c. .1 

113 

2 

3 

1 





1 ; 
i 

„ Interest A/c. 

0 

17 

9 

! 

I 


£120 

0 

oi 

j 

1 

£120 

0 

0 

1 

Deo. 31 - 

To • /E8»' . . 1 

119 

18 

ol 

1 

Dec. 31 i 

By Waggon A/c. . * 

lie 

8 

8 


1 ' 
, ! 



! 


„ Interest A/c. . ! 

3 

9 

10 


! j 

£119 

18 

(> 

1 


i£119 18 

6 


Dr, 




WAGGON 

ACCOUNT. 





Cr 


19.. 




£ 

8. 

d. 

; 19.. 





£ 

B. 

d. 

Jan. 1 

To 

Waxwell 

Co. . 

200 

0 

0 

i Dec. 31 

By 

Depn., 10% 

on 





June 30 

$9 

„ 

. 

100 

10 

0 


£860 . 



86 

0 

0 

Dec. 31 



• 


103 

10 

3 

1 M 31 

ft 

Balance . 

• 

cjd. 

319 

0 

3 






£404 

0 

3 






£404 

0 

3 





1 

1 



’ 19.. 








Dec. 31 

To 

Balance 

. 

bid. 

319 

0 

3 

i Dec. 31 

By 

Depn., 10% 

on 





Id • • 









£705 . 



70 

10 

0 

June 30 

»» 

Waxwell 

Co. , 


106 

12 

5 



Balance . 


M. 

468 

19 

1 

Dec. 31 


- 

• 


109 

16 

6 











£635 

9 

1 

1 

tl 





!£636 

9 

1 

Dec. 31 








! 19.. 








To 

Balance 

. 

hjd. 

458 

19 

li 

I Dec. 31 

By 

Depn., 10% 

on 





19.. j 










£088 lOs. 



68 

17 

0 

June 30 

tf 

Waxwell 

Co. . 


113 

2 


1 tP tf 


Balance . 


cld. 

619 

1 

13 

0 

Dec. 31 


»» 

• 


116 

8 

s! 
_1 










£688 

10 

0 






£688 

10 

0 

19.. 







— 









Dec. 31 

To 

Balance 


bid. 1 

619 

13 

0 










The accounts for Interest and Depreciation will be similar to those in the previous 
example, shown on pages 552 and 553 respectively. 
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Method III. In the furniture and musical instrument trade, the 
hire-purchasers are mostly retail buyers who rarely keep account 
books, and their view-point does not call for consideration. 
As, however, many small manufacturers purchase their plant 
and machinery, etc., in this way, it is necessary to outline the 
entries required to record the transactions. 

These entries may be made in the same manner as either 
Methods I. or II. above, but under either of these methods it is 
necessary for the purchaser to know the cash selling price of the 
asset purchased. 

An alternative method is for the hire-purchaser to estimate 
what the asset will be worth (after allowing for wear and tear 
or depreciation) when the instalments are finally completed, 
and to treat the difference between that value and the total 
amount paid as ‘‘ Cost op" Hike.” Each instalment is then appor¬ 
tioned on that basis between the asset account and the Cost of 
Hire Account. 


EXAMPLE. 

Assets arc purchased for £750, payable by quarterly instalmenta of £62 lOs. 
for three years, and it is estimated that at the end of this period the assets will 
be wortli £540. Apportion each instalment between the Asset Account and 
Cost of Hire Account on this basis, and show the ledger accounts. 


Dr, 


VENDOR’S ACCOUNT. 


Cr, 


During j 

Ist year ' To Cash 


During 
2nd year 


To Cash 


During 
3rd year 


To Cash 


£ ; 


£ 

, During 
! 250 let year 

Ey Asset Account 

. 180 

„ Cost of Hire 



Account . 

70 

£250 


£260 

i During 

1 250 2nd year 

By Asset Account 

. 180 

„ Cost of Hire 



1 Account . 

. ’ 70 

£250 , 


£260 

I ' ' < 

1 |; During 

! 260 |, 3rd year 

: By Asset Account 

. 180 

1 !. »» 

„ Cost of Hire 



1 Account . 

. 1 70 

|£260!'' 


£260 

i ’ " i 


1 
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Dr, ASSET ACCOUNT. Or. 


let year 
2nd year 

To Vendor . 

tf »» 

j 

£ 

180 

180 

2nd year 

By Balance 

c/d. 

£ 

360 



i 

£360 




£360 

2nd year | 
3rd year 

To Balance . 

„ Vendor . 

. \bld. 

■ 1 

1 

360 

180 

3rd year 

By Balance 

cjd. 

640 

1 


1 

1 

£640 




£540 

i 

3rd year | 

1 

To Balance . 

. ^/<i. 

640 

! 1 






Dr. 


1st year | To Vendor . 

year i ,, Vendor . 
:^rdytar „ Vendor . 


COST OF HIRE ACCOUNT. 


Cr. 


£ 

70 

"Yo 

"W 


This account is closed each 
year by a transfer to the debit of 
Profit and Loss Account. 


advantage of the method here illustrated lies in its 
simp]L;ity and the fact that the charge to Profit and Loss 
Aeeoiinfc is equalised over the whole period. It is, however, a 
somev. hat arbitrary method and should only be employed when 
the JiHiOuats involved are comparatively small. 

The cifect of the Hire-Purchase Act on the entries in the 
hirer's bocks has not been explained, because the Act mainly 
affects such transactions as the purchase of furniture, wireless sets, 
second-hand cars, etc., on hire-purchase terms by private in¬ 
dividuals who would not usually keep any records of the trans¬ 
action. 


PURCHASE AND SALE BY INSTALMENTS 

Where goods are sold outright but are to be paid for by 
instalments, the legal position is that the property in the goods 
is immediately transferred to the purchaser, and if the purchaser 
defaults, the seller cannot claim possession of the goods. His 
remedy is by action at law for the money owing in the ordinary 
manner. 

The sale price, however, includes interest, and the seller must 
therefore apportion the sale price between Sales Account and 
Interest Suspense Account in the manner outlined in the pre¬ 
ceding pages, transferring each year to Profit and Loss Account 
the proportionate amount of interest that has been earned. An 
adequate reserve must be made for possible bad debts resulting 
from non-payment of future instalments. 

On delivery the purchaser must credit the vendor with the 
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full amount that he has agreed to pay. The debit entries must 
bo apportioned between the Asset Account and Interest Sus¬ 
pense Account, a proportionate part of the latter account being 
debited each year to Profit and Loss Account. 

With all transactions involving hire-purchase and purchase 
by instalments it is a convenient practice for the purchaser's 
account to contain—as a sub-heading—a concise summary of 
the terms of sale. 

MAINTENANCE AND REPAIRS AGREEMENTS 

Agreements for the sale of certain articles, such as sewing- 
machines and ty])ewriters, frequently contain a clause under 
which the vendor agrees to maintain the article in a good state 
of repair for a specified number of years. In such cases credit 
should not be taken immediately for the entire sale price of the 
goods. A percentage of the sale price, based on past experience, 
should be debited to Sales Account and credited to a Mainten¬ 
ance and Repairs Reserve to cover the estimated liability under 
the guarantee. A separate reserve should be opened in respect 
of each year and the sum charged apportioned over the several 
years on the basis of the estimated incidence of the actmil expenses 
for maintenance and repairs over the period of guarantee. When 
actual expenditure on maintenance or repairs is incurred under 
the guarantee this should be charged to the appropriate reserve, 
the surplus on which should be transferred to Profit and Loss 
Account at the end of the year. If in any year the expenses 
incurred are greater than the reserve made then the deficiency 
should be charged to Profit and Loss Account and, if necessary, 
the percentage in respect of future transactions should be adjusted. 

In order to avoid a multitude of independent calculations, it 
is usual to transfer a percentage of the total sales to the Mainten¬ 
ance Reserve each year. Thus, if sales are assumed to be dis¬ 
tributed evenly throughout the year to 31st December, the 
transfer to the Maintenance Reserve for the year might be made 
on the assumption that all sales were eiBfected on 30th June, and 
that, on an average, six months of the guarantee on the year’s 
sales had expired at 31st December. In this way, if the guarantee 
is for two years, the reserve for each year's sales will affect three 
year’s accounts. 


VOYAGE ACCOUNTS 

It is customary for shipping companies to keep separate 
voyage accounts for each vessel in order to ascertain the profit 
or loss which results from each voyage. In form a voyage 
account is similar to an ordinary profit and loss account. All 
expenses relating to the voyage, including stores, wages, insur- 
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ance, commission, brokerage, etc., arc debited to this account, 
whilst all earnings, passage money, freight, and mail money (if 
any) are credited. The value of stores on hand at the end of 
the voyage is credited to this account, and is debited to the 
succeeding voyage account of the same vessel. The balance of 
the account represents the profit or loss on the voyage, and is 
transferred to the general Profit and Loss Account. An example 
is appended. 

It should be noted that, under the Merchant Shipping Acts, 
the property in a British ship is divided into sixty-fourths, and 
not more than sixty-four shares can be registered. Two or 
more persons, however, may combine to hold one share jointly. 
The word “ share '' denotes the owner’s interest in the vessel, 
and must not be confused with the word “ share ” as applied 
in the case of a limited company. 


VOYAGE ACCOUNT OF ss. “ ALBANIA.” 

Dr, Voyage No. 21. 1st January to 28th February, 19.. Cr. 


To St- . . j 

„ P( 11 / Ch'i ;ob . . . j 

,, loring and Labour . 1 
„ BunV er Coals . . . 1 

‘oages . . . . ! 

„ oQ Hull, 2 months ' 

„ In'^iitAiKT on Freight . i 

,, Brokeratfo on Freight, | 
per cent. . . . j 

„ Commission on Passage 

Moisey, 6 per cent, . | 

„ Balance—Net Profit . . I 


£ !i 

1,770 |, By hVeight . 

1,014 I' „ Passage Money 
506 ;! 

2,796 11 


1,240 

600 


120 ! 


238 


63 ;; 
2,433 ij 


I £10,780 :| 

i "'li 


! £ 
i 9,520 
1,260 


I 


I £10,780 


STEAMSHIP COMPANIES INSURANCE FUNDS. 

The risk of loss arising out of the perils of the sea is one which 
is usually provided against by contracts of Marine Insurance, 
entered into with insurance companies or underwriters. When, 
however, a steamship company owns numerous vessels it 
frequently adopts the policy of covering the whole or a part of 
the risk by instituting an Internal Insurance Fund. 

In such cases, the method employed is to charge each Voyage 
Account, and to credit an Insurance Fund Account with an 
amount equal to, or greater than, the premium which would have 
to be paid if the risk were covered by professional insurers. 

Corresponding amounts are invested in gilt-edged securities, 
cash being credited and an Insurance Fund Investment Account 
debited. 
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The income from the investments is credited to the Insurance 
Fund Account, which is debited with the expenses of administering 
the fund and with losses sustained. 

During the earlier years of an Insurance Fund, it is necessary 
to avoid the possibility of considerable losses falling upon a com¬ 
paratively small fund by confining the company’s risk to one 
portion only of each vessel, or, as it is technically called, by 
“ taking a line ’’ upon each ship. 

As the fund grows, the proportion of each ship internally 
insured can safely be increased until, eventually, the Insurance 
Fund bears the whole risk, and the services of outside insurers are 
entirely dispensed with. 


INVESTMENT ACCOUNTS 

I’hese accounts record particulars of money invested in any 
of the various types of securities. A separate ledger account 
should be opened for each investment, and it is desirable that 
it should be in columnar form so as to show clearly— 

(1) The nominal amount of the stock, shares, or other 

security ; 

(2) The income received, i.e., dividends or interest; and 

(3) The actual cash paid representing the capital invested. 

When the securities are purchased, the investment account 
is debited with the total cost, but as it sometimes happens that 
the securities are purchased “ cum div.,” i.e., including the 
accrued portion of the pending dividend or interest, the purchase 
price must be apportioned between capital and revenue. 

For example, £2,000 3| per cent. War Loan, on which interest 
is payable on 1st June and 1st December, is purchased on 1st 
April at 102 cum. div. Brokerage and stamps amount to 
£3 58., so the total cost is £2,043 5s. A full half-year’s 
interest (£35) is received on 1st June, but only two months’ 
interest can be correctly appropriated as revenue. Therefore, 
to adjust the transaction between capital and revenue, it is 
assumed that four-sixths of the six months’ interest, i.e., 
£23 6s. 8d., is included in the purchase price, £2,043 5s., and accord¬ 
ingly £2,019 18s. 4d. is placed to the debit of capital and £23 6s. 8d. 
to the debit of revenue. The whole dividend when received 
will be credited to the income column, and the Investment 
Account will thus include two months’ interest only as the net 
income for the half-year. 



Interest pajable j Isf . 
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Brokerage and stamps are a charge against capital and must 
be debited to capital account as part of the purchase price. In 
similar manner, the brokerage incurred on a sale of the invest¬ 
ment is treated as a capital charge and is deducted from the sale 
price, only the net proceeds being credited to the capital column 
of the Investment Account. 


Where investments are sold cum. div. the income accrued to 
the date of sale will be credited to income column and the balance 
treated as capital, and the difference between the two capital 
columns will be the profit or loss on the sale. 


The above method can only be used when the interest is fixed 
(e.g., as in the case of 3j% War Loan, illustrated in the example 
on page 560), but in cases when the amount of dividend is 
not Joiown, the full purchase or sale price will be debited or 
credited to capital, the dividend being adjusted between income 
and capital when received. 


WIk'ii inv(‘stment8 are purchased or sold ‘‘ex. div.” the price 
])a-id or received will have deducted from it the full impending 
dividend, and this dividend, when paid, will go to the seller 
of the investments. Consequently, a purchaser of investments 
ex. div. will not receive the next dividend paid, but he is com¬ 
pensated for this loss by paying a price lower, by the amount 
of the dividend, than he would otherwise have paid. It is 
necessary, however, to credit income and debit cajutal with the 
amount of dividend applicable to the period between the date 
of purchase and the date of the dividend. On a sale “ ex. div.” 
the vendor receives a dividend which partly covers a period 
subsequent to the date of sale. The proportion of tliis dividend 
applicable to the period bc^tween the date of sale and the date 
of the dividend should therefore be regarded as capital and 
credited to the capital column, in augmentation of the proceeds 
of sale. 


EXAMT^LE. 

£2,000, 3i% War Loan is purchased ex. div. on Ist May, 1940, at lOOJ. On 
1st May, 1941, £1000 of the stock is sold at 100 ex. div. Write up the Invest- 
moiit Account for the period to SOtli Jui e 1911, and carry down the balances on 
that date. Ignore brokerage and expense's. 
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(4) The stock unsold is carried down at cost. 
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At the end of the financial period interest accrued and not 
received should bo credited to the income column of the 
Investment Account, and brought down as a debit entry for 
the next period. The balance of the income columns is transferred 
to the credit of Investment Dividends and Interest Account and 
subsequently to the credit of the general Profit and Loss Account. 

With some concerns, however, the practice is to ignore aU 
outstanding dividends and interest receivable, credit being taken 
only for the dividends and interest actually received. In such 
cases, the accrued dividends and interest form a secret reserve. 
In any event, where there is any doubt as to when the next 
payment of interest or dividend will be received, the amount 
accrued should be ignored, otherwise profits may be over¬ 
estimated. 

Any increase in the market price of the securities should be 
ignored, but an Investment Depreciation Reserve Account 
should be raised to cover any decrease. Where the depreciation 
appears to be permanent the Investment Account should be 
written down, but ordinary market fluctuations need not be 
.taken into account. It is desirable, however, to add a footnote 
to the Balance Sheet stating the present market value. 

STOCKBROKERS’ ACCOUNTS 

The operations on the Stock Exchange are carried on by its 
members, who are either jobbers who actually buy and sell 
investments, or brokers who merely act as intermediaries between 
the jobbers and the public. The price quoted by a jobber to a 
broker is usually a double price, the lower figure being the jobber’s 
buying price and the higher his selling price. The investor, 
except in the case of certain classes of stocks, pays for his purchases 
and receives cash in respect of his sales at the end of the “ account.” 
Where a purchaser of shares is allowed to carry over shares, i.e., 
defer acceptance and payment from one account to another, 
he is charged interest (i.e., contango) on the value of the shares 
carried over. 

The following example illustrates the records in a stock¬ 
broker’s ledger where a client has effected a number of trans¬ 
actions over a period :— 

EXAMPLE. 

Thomas Wilson had the following transactions with his broker. 8how’ 
Wilson’s account in the broker’s ledger. 

10th January : purchase of 100 ]\Iidland Bank shares (£2 10s. Od. paid) at 
Commission £8, an<l Contract stamp £6 2s. Od, 17th March : purchase of £^>00 
India 3% stock at 63, Commission 1%, Contract stamp Bs. Od. 18th June: 
purchase of £800 Victoria 4% Inscribed stock at 101, Commission 1%, Contract 
stamp 28. Od. 

3rd June : sale of the 100 Midland Bank shares (£2 lOs. Od. paid) at £8 28. 6d., 
Commission, etc., £5 lOs. Od., and sale of the £/KX) India 3% stock at 61, Com¬ 
mission 1%. Tlie Victoria stock was ofcjried forward at par, contango being 
charged at 1%. 
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THOMAS WILSON 




C’f 


19.. 

. 


£ 

s. 

,1. 

19.. 



£ 

s. 

d 

Jan. 10 

To 100 Midland Bank shares 





June 3 

By 100 Midland Bank shares 






(£2 10s. paid) @ £8 
„ Commission and Contract 


800 

0 

0 


(£2 lOs. paid) at £8 2s. 6d. 


812 

10 

0 


stamp .... 


6 

2 

0 


„ £600 India 3% stock @ 





Mar. 17 

„ £500 India 3% stock @ 

63 ... . 


.316 

0 

0 


61 .... 

cjd 

306 

0 

0 


,, Oommlsdon . 


1 

6 

0 

June 18 

„ £800 Victoria stock @ 100 

800 

0 

0 


„ Contract stamp 



6 

0 





June 18 

„ £800 Victoria stock @ 101 


808 

0 

0 








,, Commiasion . 


2 

0 

0 








,, Contra(!t stiimp 



2 

0 




i 



June 3 

,, (Jominission.eto., on sales 


6 

10 

0 



1 




June 18 

,, Do. do. 


1 

6 

0 








,, Contango, J% on £800 . ‘ 

1 


2 

0 

0 

June 18 

„ Ca.sii .... 


23 

i 0 

0 


1 


£1940 

io j 

0 




£1940 

10: 

0 

June 18 ; To £800 Victoria stock @ 


' 1 

1 i 


r' j 





I 



100 ... . 

bfd 

; 800 1 

0; 

0 1 








Note.— As the Victoria stock was purchased for £808 l)ut is carried forward 
at par, i.e., at £800, T. Wilson is required to pay to the broker the decrease in 
value, i.e., £8 (which is included in the cash payment of £23). 


A LIFE POLICY TAKEN IN SETTLEMENT OF A DEBT. 

Whore a life policy is taken over in settlement of a debt due, 
the t -e<‘Ament of such policy will depend upon circumstances. It 
niuy pT«?feiable to realise the policy at its surrender value and 
to write the difference off to Profit and Loss Account as a bad debt. 
On the other hand, it may be advisable to keep the policy in force 
by f*aying the annual premiums as they become due. When 
the latter course is decided upon, it is prudent to maintain the 
book value of the policy at its surrender value. To achieve this 
purpose the following entries should be made 

(1) Debit a Policy Account and credit the debtor's 

account with the amount of the debt. 

(2) Debit Profit and Loss Account and credit a Policy 

Reserve Account with the difference between the 
surrender value of the policy and the amount of the 
debt, thus writing off the immediate loss by way of 
a bad debt. 

(3) Debit Policy Account#nd credit Cash with the amount 

of the premiums when paid. 

(4) After payment of the premium credit (or debit as the 

case may be) the Policy Reserve Account, and debit 
(or credit) Profit and Loss Account with such an 
amount as will make the balance on Policy Account, 
less the balance on Policy Reserve Account, equal to 
the surrender value of the policy at the close of the 
financial period. This adjusting entry is equal to 
the difference between the amount of the premium 
and the increase in the surrender value of the policy 
since the termination of the preceding financial 
accounting period. 
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When payment of the policy moneys becomes due, i.e., on the 
death of the debtor, the amount received will be debited to Cash 
and credited to the Policy Account; the balance of the Policy 
Reserve Account will be transferred to the Policy Account; and 
the Policy Account will be closed by transferring the balance to 
Profit and Loss Account. The following illustration will make 
this clear:— 


EXAMPLE. 

J. Brown, being unable to pay S. Smith his debt of £2,600, makes an assign¬ 
ment to him, on Ist January, 1937, of a Life Policy for £4,000 (without profits). 
The annual premium to keep the Policy in force is £200 payable on 3Ist December, 
and Smith, electing to pay the annual premiums when they become due, pays 
the first premium on 31st December, 1937. The surrender values of the policy 
were as follows : the 31st December, 1930, £1,440; the 3Ist December, 1937, 
£1,630 ; the 31st December, 193S, £1,660; and the Slst December, 1939, £1,820. 
J. Brown died on the Ist December, 1940, when the policy money, £4,000, is 
paid. 8how the entries recording the transactions in 8. Smith’s books. 


Dr. J, BROWN. Cr. 


1937 



£ 

8. 

d. 

1937 

1 


£ 

e. 

d. 

.Ian. 1 

To Balance . 


2,600 

0 

0 

Jan. 1 

By Policy A/c. . | 


2,600 

0 

0 

Dr. 


POLICY ACCOUNT. 



Cr. 

1937 


! £ 

s. 

d. 

' 1937 



£ 

8. 

d. 

Jan. 1 

To J. Brown 

i 2,500 

0 

0 

Dec. 31 

By Balance 

cjd. 

2,700 

0 

0 

Dec. 31 

„ Cosh 

i 200 

0 

0 








£2,700 

0 

0 




£2,700 

0 

0 

1937 






1938 





— 

Dec. 31 
1938 
Dec. 31 

To Balance . 

bjd. 

2,700 

0 

0 

Dec. 31 

By Balance 

cld. 

2,900 

0 

0 

„ Cash 


200 

0 

0 










£2,90(.) 

0 

0 




£2,900 


_0 

1938 






1939 






Dec. 31 
1939 
Deo. 31 

To Balance . 

bjd. 

2,900 

0 

0 

; Dec. 31 

By Balance . 1 cjd. 

3,100 

0 

0 

,, Cash 


200 

0 

0 







i 

1 



£3,100 

0 

0 


1 

£3,100 

0 

0 

1939 






1 1940 

! 





Dec. 31 

To Balance . 

bjd. 

3,100 

0 

0 

;Deo. 1 

By Cash . . , 


4,000 

0 

0 

1940 





\ ff ” 

„ PoUcy Reserve 





Dec. 31 

„ P. and L. A/c. j 


2,180 

0 

0 


Account . i 

] 


1,280 

0 

0 




£6,280 

0 

0 




£6,280 
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POLICY RESERVE ACCOUNT. 

Or. 

1937 



£ 8. d. 

1937 



£ 8. d. 

Deo. 31 

To Balance . 

cld. 

1,170 0 0 

Jan. 1 

By P. and L. A/c. 


1,060 0 0 





Dec. 31 

.. 


110 0 0 




£1,170 0 0 




£1,170 0 0 

1938 




1037 




Deo. 31 

To Balance . 

cjd. 

1,240 0 0 

Dec. 31 

By Balance 

bid. 

1,170 0 0 





1038 








Dec. 31 

„ P. and L. A/c. 

1 

70 0 0 




£1,240 0 0 




£1,240 0 0 

1939 




1038 




Dec. 31 

To Balance . 

cjd. 

1,280 0 0 

Dec. 31 

By Balance 

bjd. 

1,240 0 0 





1939 








Dec. 31 

„ P. and L. A/c. 


40 0 0 




£1,280 0 0 




£1,280 0 0 

1940 




1939 




Deo. 1 

To Policy A/o 


1,280 0 0 

Dec. 31 

By Balance 

bjd. 

1,280 0 0 


NoTK.-“Alternatively, the Policy Reserve Account can be dispensed with, 
a balance being brought down annually on the Policy Account equal to the 
8Ui;enci®r ' alue of the pohcy, any difference on the Policy Account being trails- 
ferroa to Protb and Loss Account. 

COMPLETION ACCOUNTS. 

On ^ne sale of property it is usual for the solicitors concerned 
to forward accounts to their respective clients, setting out the 
details of the transaction and the amount due to or by the client 
on completion. 

When the transaction is entered into, it is customary for 
the purchaser to pay an agreed deposit (usually 10% of the 
purchase price), which cannot be reclaimed if he decides not to 
complete the purchase. A date is fixed for completion, when the 
balance of the purchase price will be paid over. If the completion 
cannot be effected on this date owing to the fault of the purchaser, 
he may be charged interest on the balance of the purchase money, 
or if he occupies the premises, may be charged rent until the 
transaction is completed. No interest will be payable if the 
completion is postponed owing to the fault of the vendor. 

In addition to the actual price of the property, the purchaser 
may have to compensate the vendor for certain payments made 
by him in advance, in respect of the property sold. Similarly, 
any expenditure which the vendor has not paid, but which has 
accrued during his ownership of the property (i.e., prior to date 
of completion), and which the purchaser will have to pay in the 
future, must be deducted from the total amount payable on 
completion. 
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EXAMPLE. 

On I2ih June, 1941, Pelham agreed to sell his leasehold house to Clarke for 
£2,000. Pelham received a deposit of £200, and completion was to take place 
on 26th June, 1941, interest to be charged «at 5% per annum if completion 
was not then effected owing to the fault of Clarke. Fire Insurance of £1 per 
annum had been {)aid in advance to 25th December, 1911. Rates for the half 
year to 30th September, 1911 amounting to £15 had been paid. Ground Rent 
of £10 per amium less income tax, payable half yearly, had Ix^en paid to 31st 
March, 1941. The net Schedule A Assessment was £60. Assuming income tax 
to be lOs. Od. in the £, prepare a comj)letion account, setting out the amount 
paid by Clark on 15th July, 1941, the completion having been postponed to that 
date as Clarke was unable to find the purchase money on 26th June, 1941. 


SALE OF LEASEHOLD HOUSE BY PELHAM TO (!LARKE. 


Dr, 

COMPLETION ACCOUNT ON 16th JULY, 1941. 


Cr, 


1941 



£ 8. d. 1941 


£ 

8. 

d. 

June 26 

To Purchase Price 


2,000 0 0 June 12 By Cash 


200 

0 

0 

July 16 

,, Proportion of 


July 16 „ Proportion of 






Fire Insurance 


Ground Rent 






from 15th July, 


from Ist April, 






1941, to 25th 


1941, to 15th 






December, 1941 


July, 1941, % 






* —163day8(a),£l 


£5 for the half 






per annum 


8 11 year, less tax 






,, Pro])ortion of 


(al lOs. Od.— 






Ratos from 15th 


106 days 


1 

9 

0 


July, 1941, to 


„ Proportion of 






30th Sept., 1941 


Schedule A tax 






—77 days (w 


from 6th A[>ril, 






£16 for the half i 


1941, to 16th 






year 


6 6 3 July. 1941— 






„ Interest @ 5% 


£50 (J) 10s. Od. 






p.a. loss tax (a 


for 101 days . 


6 

18 

4 


lOs. Od. from 


„ Balance—Cash 


1,800 

17 

2 


25th June, 








i 1941, to 15th 








1 July, 1941 on 








£1,800 — 20 ! 







days 

2 9 4 







£2,009 4 6 


i;2,0(»9 

4 

6 



1 






The above iiifoniiation is sometimes given in the form of a 
Statement^ payments on account and allowances being deducted 
from monies due. In worldng examination questions care must 
therefore be exercised, as an “ account ’’ should not be submitted 
if a statement is required, 

CLAIMS FOR LOSS OF STOCK. 

When part of a trader’s stock is destroyed by fire, its value 
is usually computed for the purposes of an insurance claim by 
preparing an estimated Trading Account. Unless the books are 
also destroyed, the sales and purchases since the last accounts, and 
the commencing stock, will be known, and if the average per¬ 
centage Gross frofit to Sales for past years is computed on the 
Sales for the period, the balance on the account will represent 
the approximate stock at the date of the fire. 
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EXAMPLE. 

M. Smith prepares accounts to 30th June each year, but on 30th September, 
1940, fire destroyed the greater part of his stock. His books, which were saved, 
disclosed the following information:— 


Stock on 30th Juno, 1940 . 3,260 

Purchases from 30th Juno to 30th September . . 6,600 

Wages „ „ . . 2,260 

Sales „ „ . . 10,000 


Average percentage Gross Profit to Sales for the last three 
years w as 26%. 

Stock to the value of £700 was salvaged. 

Prepare an account setting out the amount to be recovered from the insurance 
company. 


M. smTii. 

Estimated Trading Account for the Three Months 


Dr. ENDED 

30tii September, 1040. 


Or. 


1 ; 

i £ 


£ 

To CoTnruoncing Stock 

! 3,250 By Sales 

1 

10,000 

„ Purchases . . . i 

! 5,500 „ Estimated Stock 


3,500 

.. Wa-c:^ . . . : 

2,250 



„ EsvituateJ (irrsa Profit, | 

i ; j 

i 

1 


26%ou£l(U)00 . j 

; 2,500 ■: 



1 

i 

_ _i 

£13,500 

i 

£13,r)(M) 



£ 


Estimated Stock on date of fire . , . 3,500 


Less Stock recovered .... 

700 


Amount of claim ..... £2,800 



It is usual to find an “ average clause in this type of policy, 
providing that if the value of the stock insured is greater than 
the amount insured against, the claim must be restricted to that 
proportion of the loss which the amount insured against bears 
to the value of the property. If, therefore, Smith had only 
insured against a loss of £2,000, he could only recover from the 
insurance company:— 

|’^jQof£2,800--=£l,600 

and would be deemed to be his own insurer for the balance. 

In preparing the normal Trading and Profit and Loss Accounts, 
Trading Account must be credited with the value of stock at 
date of fire, in order to preserve the normal rate of gross profit, 
the insurance company being debited with the amount recover¬ 
able, Salvaged Stock Account debited with the amount salvaged, 
and Profit and Loss Account debited with any loss of stock 
irrecoverable. Any expenses incurred in dealing with the salvaged 
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stock should also be debited to Salvaged Stock Account, and 
the account credited with the proceeds of sale of the goods. 
Any difference should be written off to Profit and Loss Account. 

The above example of a claim against an insurance company 
for stock lost through fire is relatively simple and straightforward 
but it should be noted that in practice many other considerations 
might influence the computation of the claim, e.g.:— 

(a) Any variation in the basis of valuation of stock over the period used 

as a basis for computation of average percentage gross profit. 

(b) Any variation in the nature of the trade conducted by the firm over 

the period used as a basis for computation of average gross profit. 

(c) Seasonal trade, which may make it not strictly correct to base the 

estimated gross profit for the period from the date when the final 
accounts were last prepared to the date of the fire on a percentage 
obtained from figures relating to complete years. 

(d) Any change in the treatment of prime cost items over the period 

used as a basis for computation of average gross profit, e.g., the 
charging of productive wages or other direct expenses (or part 
thereof) to Profit and Loss Account in place of Trading Account 

’ during any year. 

LOSS OF PROFITS INSURANCE. 

Traders sometimes cover themselves against loss of profits 
caused by the interruption of business owing to fire. The policy 
will, of coiu^e, specify the precise manner in which the loss is 
to be computed, but it is usual to calculate a percentage on the 
decrease in turnover between a specified period after the fire, 
and the corresponding period in the previous year. 

The percentage stated above must be the lower of the following 
{lercentages : 

(1) Sum Assured 

' ' _ . _ _ - ^ JQQ 

Turnover for 12 months p receding fire 

(2) Net Prolits plus Standing Charges for last financial year ^ 

Turnover for last financial year ^ 

EXAMPLE. 

X (d.. Ltd., prepare accounts aimually to 30th September. On 28th February, 
1941, their premises were destroyed by &:e. The company had effected a loss of 
profits insurance for £20,000, the period of indemnity being six months after the 
tire. The profits for the year to 30th September, 1940, were £12,000 after debiting 
standing charges of £4,()00, and the turnover for that year was £240,000. The 
turnover for the year to 28th February, 1941, was £260,000 (of which £100,000 
related to the last six months) and that of the six months to 31 st August, 1941, 
was £60,000. Calculate the amount recoverable from the insurance company. 

£ 

The turnover for the six months immediately after the fire—i.e., from 

let March to 3l8t August, 1941 = 60,000 

The turnover for the same period in 1940 was £260,000 less £100,000 = 160,000 


Decrease in turnover.£100,000 
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The percentage of £100,000 which may be claimed will be the lower of the 
following:— 


( 1 ) 

( 2 ) 


£20,000 

£250,000 


£12,000+£4,000 
£240,000 


X 100=6.67%. 


The claim will therefore be 6.67% of £100,000 =£6,667. 


COMPENSATION CLAIMS. 

A claim for compensation may arise through, inter alia :— 

(1) Compulsory acquisition of premises. 

(2) Personal injuries. 

(1) This type of claim usually arises when local authorities 
desire to obtain possession of the premises for slum clearance or road - 
widening purposes. The chief points to be borne in mind are :— 

(a) Loss of beneficial interest (usually based on the pur¬ 

chase of three years’ profits). 

(b) Value of unexpired portion of lease. 

(c) Loss in respect of compulsory sale of assets. 

(d) Any premium paid for acquisition of new premises. 

(e) Any removal expenses. 

(/) Damages incurred through inability to complete con¬ 
tracts within the stipulated times. 

Estimated loss on trading which will be sustained. 

(2) The chief points to be considered in preparing a claim for 
compensation for personal injuries are :— 

(а) Loss of income owing to incapacity due to injuries. 

(б) Whether or not claimant will be totally or partially 

disabled for life. 

(c) Actual medical fees incurred. 


SOLICITORS^ ACCOUNTS 

The fiduciary relationship which is usually found to exist 
between solicitor and client points to the need for a careful and 
accurate system of accounting. It had been recognised for some 
time that the best practice was that which kept quite separate 
accounts of clients’ moneys and the solicitor’s own moneys and 
this practice was accordingly followed by the large and best- 
known firms. Unfortunately, however, there were cases in which 
clients’ moneys and the solicitor’s own moneys had been so 
intermingled that it wa,s wellnigh impossible to prepare accounts 
showing how the solicitor stood in relation to his clients. That 
such a state of affairs could arise in practice was very undesirable 
and the Solicitors Act, 1933, and the Solicitors’ Accounts Rules, 
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1935, wliicli made it compulsory for every solicitor to keep 
separate accounts in respect of clients' moneys and those belong¬ 
ing to himself, were designed to remove this possibility. The 
principal provisions of the rules may be summarised as follows :— 

(1) Every solicitor must keep books and accounts so as to show and 

distinguish (a) moneys received from or on account of and moneys 
paid to or on account of each of his clients, and (6) moneys received 
and moneys paid on his own account. 

(2) Every solicitor who holds or receives money on account of a cUent 

shall pay it into a current or deposit account at a bank in the name 
of the solicitor, in the title of which the word “ Client ” shall appear. 
Where a solicitor receives a cheque or draft representing partly a 
chent’s money and partly money due to the solicitor, he may, where 
practicable, split the cheque or draft and pay into the Client’s 
Banking Account only that part which belongs to the chent. 

(3) The only moneys which shall be paid into the Client’s Banking Account 

are : (a) chent’s money, (6) solicitor’s money necessary for opening 
or maintaining the account, (c) money for replacement of sums 
withdrawn by accident or mistake, and [d) cheques or drafts repre- 
, senting partly chent’s and partly solicitor’s money, which have not 
been spht under (2) above. 

(4) The only moneys which shah be withdrawn from the Chent’s Banking 

Account are: (a) money required for payment to or on behalf of a 
client or due to the soheitor from the chent or drawn on the chent’s 
authority, (b) solicitor’s money paid in under (3) (b) or (3) {d) above, 
and (c) money paid in by mistake or accident. 

(5) The Council of the Law Society, either on their own motion or on 

written complaint, may require any soheitor to produce his books 
of account, bank pass books, vouchers, etc., for the inspection of 
any person appointed by the council. 

The books to be kept will be those usually found in a complete 
double entry system, i.e., cash book, petty cash book, ledgers 
and (in place of the sales day book) a bills delivered book. Some 
extension of the system which pertains in ordinary commercial 
offices is necessary in order to comply with the principles already 
outlined for the separation of clients' balances. The detailed 
books to be kept will usually consist of the following :— 

(1) Cash Book, which contains separate columns for 
Client's Banking Account and Solicitor's Banking 
Account, the former for recording the receipt and 
payment of all moneys belonging to clients or 
received or paid on their behalf, and the latter for 
recording moneys received on the solicitor's account 
(i.e., from clients on account of costs) and paid 
out of the solicitor's own resources. In no circum¬ 
stances is it permissible to apply money belonging 
to one client for the purposes of another, or, in other 
words, to make a payment out of the Client's 
Banking Account without first seeing that a sufficient 
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part of the balance standing to the credit of that 
account belongs to the particular client on whose 
behalf the payment is made. 

(2) Bills Delivered Book, which records all bills of cost 

delivered to clients, while in a special section at the 
end of the book allowances and abatements made 
to clients on such delivered bills are recorded. 

(3) Petty Cash or Disbursements Book, which records 

petty cash expenditure and disbursements made 
on account of clients, i.e., search fees, engrossing, 
etc., which will ultimately be charged to clients 
in their bills of costs. 

(4) Journal, for recording items of a special nature, for 

which there is no book of first entry. 

(5) Clients’ Ledger, which contains an account for each 

client and records the amounts of funds standing to 
the credit of clients, amounts duo from clients on 
account of costs and disbursements made on their 
behalf by the solicitor. 

(G) Private Ledger, which contains all the accounts not 
included in the Clients’ Ledger, i.e., all the nominal 
and other impersonal accounts. 

The iailings of the recommended books of account and the 
double entry relating to transactions between solicitor and client 
are illustrated in the following examples. It should be noted 
that the actual form of the books of account and the wording of 
the entries therein is in accordance with a system adopted by 
many solicitors, and slight points of difference from ordinary 
commercial practice arise, e.g., the omission of the prefixes 
‘‘ To ” and ‘‘ By,” etc. 


EXAMPLE I. 

A solicitor has separate banking accounts for his own and clients’ moneys 
and ho keeps a Cash Book incorporating separate columns for each banking 
account. Set out the entries in such Cash Book in respect of the following 
transactions:— 

19.. 

Jan. 17. Payment (by cheque) of £50 to Thomas, at the request of a client 
Williams, on account of a debt due by Williams to Thomas, the 
solicitor having no moneys in hand of Williams. 

Jan. 19. Williams pays £200 in cash to the solicitor to meet the £50 and to dis¬ 
charge the balance of the debt due to Thomas. 

Jan. 20. The solicitor gives a cheque to Thomas for £125, the balance of the debt 
due, debits Williams with costs £5, and remits the balance to him 
by cheque. 
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CASH BOOK. 

Dr. RECEIPTS. PAYMENTS. Cr, 






Solid- 






tor's 

Client 

Date. 

Client 
or Matter. 

Particulars. 

Led. 

Pol. 

No. 1 
A/o 

A/c. 





Bank. 

Bank. 

19.. 
Jan. 19 

Williams 

Of you, to meet 
£50 paid to 


£ 

£ 



Thomas and 
to discharge 
balance of 
debt due to 
Thomas 


50 

150 

„ 20 

— 

Total of clients' 






moneys earn¬ 
ed since 17 th 






Inst., trans¬ 





% 

ferred contra 


5 






£55 

£15q_ 



Balance brought 






down . 


5 







Solici¬ 


Date 

Client 
or Matter. 

Particulars. 

Led. 

Pol. 

tor’s 
No. 1 

Client 

A/c 





A/c 

19.. 
Jan. 17 

Williams 

Thomas on ac¬ 


£ 

£ 



count of a 
debt due by 
Williams to 
Thomas 


50 


20 

Williams 

Thomas for 


1 




balance of 
debt due by 
WiUiams . 


1 

1 ; 

125 

„ 20 

WiiliaiiiH 

Cash remitted 


i 




to you being 
balance In 






hand less 
£5 costs 



20 

„ 20 

— 

Total of clients’ 






moneys earn¬ 
ed since 17th 






Inst., trans- 
ferr^ contra 



5 



Balance carried 

1 





down . 


6 






£55 

^150 



1 





EXAMPLE 11. 

A solicitor has in his Client’s Banking Account a balance in hand of £75, 
viz., £50 for Mr. Smith and £25 for Mr. Brown. He debits costs of £20 against 
Mr. Smith and £40 against Mr. Brown, and, both clients having given the necessary 
authority as to their costs, he makes a transfer from the Client’s Banking Account 
to his Solicitor’s No. 1 Banking Account. Set out all the appropriate entries. 


BILLS DELIVERED BOOK. 
PART I.—BILLS DELIVERED. 


Date of 
Delivery 

Client. 

! 

i 

Description 
of Business. 

1 

Gen. Led. 
Fol. 

i 

Amount 
of BiU. 1 

i No. of 

1 Bm. 

1 1 

Remarks. 

19.. 


1 


1 ^ 

! 



Mr. Smith 

Various matters 

i 

1 20 1 




Mr. Brown 

: 1 

do. 


1 40 1 

1 




Note. —The total of this book will be credited to Costs Account. 


CLIENTS’ LEDGER. 

Dr. MR. SMITH’S ACCOUNT. Cr. 


19.. 

To Our Costs in 

£ 

1 

19.. 

By Balance, b/d. . 


various matters. 

; 20 

J 

i 
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Dr. MR. BROWN’S ACCOUNT. Cr. 


19.. 

To Our Costs in 
various matters. 


£ 

40 

19.. 

i 

By Balance, bjd. . 

£ 

25 



JOURNAL 

Dr. 

Cr. 

19^7 




£ 

\ £ 


Solicitor’s No. 1 Banking Account . . Dr. t 45 

To Clients’ Banking Account .... 46 

Client's money earned and now transferred — £ ! 

Mr. Smith .20 

Mr. Brown ..... 25 i | 


CASH BOOK. 

Dr. RECEIPTS. PAYMENTS. Cr. 



Notb.—A s the balance in the solicitor's hands on account of Mr. Brown is £Z5 only, no more than that amount 
can be transferred from Client's Account to Solicitor’s No. 1 Account for costs of that client. 


The Solicitors Act, 1941, provides for the compulsory audit 
of solicitors’ accounts and the auditor must state in his report 
whether the solicitor or his firm has complied with the provisions 
of the Solicitors’ Account Rules, 1935. 

EXERCISE 13 

A. Under agieemont with his firm, dated 3l8t December, 19.. a manager 
is entitled to 6% on the net profits after charging such commission. From the 
following figures prepare the Commission Account and adjusted Profit and 
Loss Account. 

£ B. d. ; £ 8. d. 

To Salaries and Wages . 1,296 6 9 ; By liross Profit brought 

„ Freight and Cartage . 664 19 9 j from Trading Account 4,037 0 2 

„ General Expenses . 463 6 M „ Discount Account 

„ Bad Debts . • 617 14 9 (balance) . . 26 0 9 

„ Bank Interest and 

Charges . . 26 16 4 

„ Denreciation:— 

Lease £325 0 0 
Furniture 69 9 3 

_ 394 9 3 

„ Balance—Net Profit . 800 10 0 

£4,0 63 0 11 £4,063 0 11 
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B. What are the chief differencfiS between a Receipts and Payments Account 
and an Income and Expenditure Account ? Is it possible to reconcile the one 
with the other ? If so, state the necessary adjustments. 


C. Why does a Receipts and Payments Account sometimes give a wrong 
impression ? Illustrate your answer. 


D. Could you rely upon a Receipts and Payments Account in the case of a 

dentist for the purpose of ascertaining the profit or loss ? Give reasons for your 
answer. _ 

E. The following particulars relate to the Chilworth Literary Society for 
the year ended 31st December, 1940: Subscriptions received, £108; interest 
received on investment, £40; net proceeds received from lectures and concerts, 
£232; rent paid for use of hall, £21; petty cash pa 3 rments, £10; advertising 
paid, £21 ; printing expenses paid, £12 lOs. 

The Society holds ten 4% Debentures of £l(KJ each in the Universal Library, 
Ltd. As on 3l8t December, 1940, the Society owed £8 for rent of hall and £9 10s. 
for printing. 

Prepare the Society’s annual Statement of Account for the year ended 
31.St December, 1940, Ignore Income Tax. 


F. Discuss the method of construction of interim stock accounts and their 
advantages. 

G. It Is often advisable in certain businesses to have a weekly trading and 
profit and loss account. Outline briefly how you would prepare such accoimts, 
and in particular how you would deal with stock, an actual weekly stocktaking 
not being practicable. 

H. The directors of a large retail trading company, being desirous of obtaining 
an approximate trading and profit and loss account every month, request you 
to instruct the secretary as to what is necessary in the circumstances. Stock 
is only taken once a year, and there are six departments. What w'ould be your 
advice, especially as regards the ascertainment of the approximate value of the 
stock each month 7 

I. The United Coal Company, Ltd., are granted a lease of 21 years at a 
minimum rent of £4,000 per annum merging into a royalty rent of W. per ton 
of coal raised. 

During the first year the output was 90,000 tons. 

During the secsond year „ „ 160,000 „ 

And during the third year „ „ 250,000 „ 

Make the necessary journal entries, and write up the personal and nominal 
ledger accounts affected. 


J. liCslie Scott, colliery proprietor, le;uscd the Cross Keys Colliery to David 
Jones. Under the lease a royalty of 6d. per ton is payable on all coal raised. 
The annual minimum or dead rent payable was agreed at £1,600, with power to 
recoup short workings during the ^t four years. Coal raised was as follows : 
First year, 42,600 tons; second year, 43,000 tons; third year, 50,000 tons; 
fourth year, 84,000 tons. 

Record the above in the books of David Jones. 
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K. On 1st January, 1938, a company took a lease of a colliery upon a minimum 
rent of £300 merging into a royalty of 6d. per ton with power to recoup short 
workings over the first three years of the lease. 

The annual output of the colliery for the first three years was as follows :— 

1938 6,000 tons. 

1939 13,000 „ 

1940 15,000 „ 

You are required to show how the Landlord’s, Short Workings, and Royalty 
Accounts would appear in the company’s books. 


L. What do you understand by the terms Dead Rent, Royalties, and 

Short Workings ?_ 

M. What are the main features of hire purchase agreements, and how would 
you show in the accounts the total amounts due under such agreements, and 
the various instalments payable from time to time thereunder ? 


N. A colliery company purchases a number of waggons on hire-purchase 
terms, payment being made by half-yearly instalments over a period of three 
years. Explain, by means of pro-forma entries, how the half-yearly instalments 
will be dealt with in the accounts of the colliery company. 


0. On 1st January, 1938, A. Jones purchases from the Rusher Engine Co., 
on the hire-purchase system, a gas-engine, to be paid for in three instalments, 
viz., £31 IOr. on the 3l8t December, 1938 and 1939, and the exact balance due on 
Slst December, 1940. The present cash value of the engine is £84 5s., and the 
interest charged is at the rate of 6% per annum. &t out the account of 
A. Jones as it would appear in the books of the Rusher Engine Co. 


P. The proprietor of a musical instrument warehouse, who does a large 
hire purchase trade, asks you to advise him as to the proper form in which he 
should keep his personal ledger accounts (with his customers). 

Draft a specimen account; also state what special points there are (if any) 
in the preparation of Trading and Profit and Loss Accounts and Balance Sheet 
in a business of this nature. 

Q. Make up the voyage account of the s.s. Devonia from the following 
information, and show the amount of dividend receivable by the bolder of a 
share in the ship. Commenced loading at Newport, Ist February, 1941. Freight 
on coal to Buenos Ayres, £9,462; Passage Money outwards, £314; Disburse¬ 
ments : Newport, £878; Buenos Ayres, £2,940; London, £2,670; Hull, £1,270; 
Wages for voyage, £3,254; Bunker Coals, £5,891; Insurance on Steamer for 
one year, £8,640; Insuranoes on Freight, etc., for the Voyage, £1;657 ; Freight 
on Homewards Cargo, £18,519; Passage Money, £464; Mail Money, £41; 
Manager’s Commission, 2% on gross earnings, and 5% on net profits before 
charging the latter commission : £1,500 to Reserve. Completed discharge, 30th 
June, 1941. 

R. Debentures for £10,000 in the Junction Railway Co., bearing interest at 

6% per annum, are purchased on Ist March, for £6,877 18s. 6d., including 
brokerage and stamps. The interest is payable half-yearly on let May and 
Ist November. The debentures are sold on the following 1st December at 
69i, less brokerage at Show the Investment Account recording these 

transactions. Ignore Income Tax and calculate brokerage on nominal value. 
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S. S. Morris, being unable to pay M. Cohen his debt of £1,200, makes an 
assignment to him, on 24th March, 1938, of a Life Policy for £1,000. The 
annual premium of £50 on the policy is payable on 3let December, and (Johen 
elects to keep the policy in force and to pay the premiums as and when due. 
The surrender values of the policy were as follows: 24th March, 1938, £740; 
Slst December, 1938, £750; 31st December, 1939, £787 ; 31st December, 1940, 
£829; 3l8t December, 1941, £880. Morris died on 4th April, 1942, and the 
policy moneys were duly received by Cohen. Show the transactions in Cohen’s 
books. 


T, On 20th January the Y, Z. Inveelment Trust purchased 2,000 shares in 
Dud Mines Limited, at lOs. per share. The Contract Note showed as follows: 


2,000 shares at IGs. . 
Brokerage, 3d. per share 
Stamp and transfer fee 
Contract stamp 


£ 

1,600 

25 

16 


d. 

0 

0 

6 

0 


£1,641 6 6 

On settlement day, 30th January, the purchasers carry over the purchase; 
the making-up price is 15 h. 6d. per share, and the contango charge is Jd. per 
share. The difference on the settlement is duly paid. 

On 10th February the Y. Z. Investment Trust sell the 2,000 shares. The 
Sale Note appears as follows : 

Sold for Account 15th February 2,000 £ s. d. 

shares at 16s. 7Jd. . . . 1,662 10 0 

Le88 Brokerage (on closing, nil) .. 

Contract Stamp . .4 0 4 0 


£1^662 6 _0 

Prepare an account as in the books of the Y. Z. Investment Trust showing 
the above transactions. 

U. On 31st December, 1940, a fire occurred on the premises of a limited 
company which carried on the business of general house furnishers. From the 
most important books, which were not destroyed, it was possible to obtain the 
following particulars:— 

£ 

Sales from 1st January to Slst December, 1940 . 128,000 

Purchases from let January to Slst December, 1940 84,000 

Stock on hand at Slst Decembei, 1939 . . . 23,600 

The Gross Profit for the past five years had averaged 35% 

on turnover. 

The value of the salvaged stock was agreed at £3,000. Assuming aU to be 
in order, draft a statement showing amount of the claim upon the insurance 
company. 

V. A solicitor has separate banking accounts for his own moneys and for 
clients’ moneys. You are required to set out the entries in the Cash Book and 
Ltxiger in respect of the following transactions:— 

19.. 

July 19—Payment by cheque of £30 to Brown, at the request of a client Green, 
on account of a debt due by Green to Brown, the solicitor having no 
moneys in hand of Green. 

„ 24—Keceipt by the solicitor from Green of £60 to meet the advance of £30 

and to discharge the balance of £20 due to Brown. 

„ 27.The solicitor debits costs to Green, £20, and the.se costs are agreed by 

the client. 

„ 31—The appropriate transfer is made in respect of client's moneys earned 

during July. 

T 



CHAPTER XIV 


SINGLE ENTRY BOOK-KEEPING ; CARD AND 
LOOSE-LEAF LEDGERS; 
MECHANICAL METHODS OF BOOK-KEEPING 


The main purpose of this work is the exposition of the 
principles of double entry book-keeping, but it would be in¬ 
complete unless some consideration were given to other phases 
of accounts, and particularly to what is known as “ Single 
Entry ” book-keeping. The term “ Single Entry ” as appUed 
to accounts is used with much indefiniteness, and denotes varied 
systems of book-keeping, but pure “ Single Entry ” recognises 
only the personal aspect of transactions, and, consequently, the 
only essential books are the personal ledgers for recording trans¬ 
actions wilh debtors and creditors. In practice, however, a 
Cash '^ooK is invariably kept, but, with this exception, the 
im|)er8.mal aspect of transactions is usually left entirely 
unrecorded. 

What is Single Entry ? 

The terra “ Single Entry ” is applied generally to any system 
which does not provide for the twofold aspect of transactions. 
Broadly speaking, there is no basic principle underlying such 
so-called systems, and naturally there cannot be any fixed rules 
where there is really no definite system. 

So-called single entry systems may thus include :— 

(1) The use of a Cash Book to record receipts and 

payments, this being the only book of account. 
Unpaid invoices are kept on a file until they are 
paid, when they are transferred to a “ paid ” file. 
Where sales are mainly for cash, only a “ daily 
takings ” book is kept, wherein are recorded the 
amounts of cash taken daily over the counter, 
whilst a memorandum book is used to record 
“ sales on credit," the entries being cancelled as 
and when the amounts owing are paid. 

(2) The use of a Cash Book for receipts and payments, 

together with a Sales Day Book and a Debtors’ 
Ledger for credit sales, purchases being dealt with 
as in (1). Discounts allowed are entered direct in the 
Debtors’ Ledger; they may be noted in the Cash 
Book. 
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(3) The use of a Cash Book, Sales and Purchases Books, 
and Debtors’ and Creditors’ Ledgers. Discounts 
allowed and received are recorded direct in the 
personal ledgers as in (2). 

The first two methods are hardly worthy of being called 
“ systems,” but they are often met with in small retail businesses. 
The third method, however, is really a combination of single 
entry and a little double entry, inasmuch as the method of 
recording debit entries for receipts from debtors in the Cash 
Book, and the equalising credit entries in the debtors’ personal 
accounts, together with similar entries for creditors, does 
recognise the twofold aspect of cash transactions. The system 
takes no cognisance of the impersonal aspect of transactions 
other than cash, however, and thus no ledger accounts are opened 
to record total purchases, sales, or expenditure, etc., or the value 
of assets and property, such as machinery, plant, fixtures, etc. 

Advantages of Double Entry over Single Entry. 

The only satisfactory method of book-keeping is the Double 
Entry system, and its advantages over any other method may 
be summarised as follows :— 

(1) There is an equalising debit entry for every credit 

entry, and vice versa^ and, after the postings to the 
ledger are completed, a Trial Balance containing a 
list of the balances of the ledger accounts ma}^ be 
prepared in order to prove, by the agreement of 
its two columns, the arithmetical accuracy of the 
books. 

(2) Both aspects of every transaction — the impersonal 

as well as the personal—are properly recorded in 
books of account. 

(3) The balances of the nominal accounts, representing 

income or profits and expenditure or losses, may 
be collected and grouped together, at any par¬ 
ticular time or at the end of a trading period, in 
one classified account—the Profit and Loss Account. 
An excess of the credits over the debits in this 
account will show the final net profit, whilst any 
excess of the debits over the credits will indicate 
a net loss. Further, this account shows, in addition 
to the net results of the trading for the period, the 
sources of the profits or losses, and, by comparison 
of the account with similar accounts for other 
periods, makes it possible to ascertain the causes 
of fluctuations in the profits, etc. 

(4) The financial position of the trader is readily ascer¬ 

tained by the preparation of a Balance Sheet in 
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which the whole of the assets, liabilities, and capital 
of the business are grouped. The insertion of the 
balance of the Profit and Loss Account in this 
statement and the agreement of the totals of the 
assets and liabilities proves the arithmetical 
accuracy of the final accounts. 

(5) Although the double entry system does not, in itself, 
disclose errors of omission, compensating errors, 
and errors of principle, yet the periodical balancing 
of the books does reduce the possibility of in¬ 
accuracies, and considerably minimises the risk of 
fraud. 

When single entry methods are adopted, not one of these 
advantages can be obtained. 

The Ascertainment of Profits by Single Entry. 

Generally speaking, profits (or losses) are ascertained, under 
the single entry system, by a comparison of the value of the 
net assets at ^wo specified dates, after taking into account 
additions to, or withdrawals from, capital during the period. 
The difference between these two net values represents the 
profit or toss, according to whether there is an increase or decrease 
in th». figures. A statement thus prepared is usually termed a 
‘ ^Statement of Affairs,'" but sometimes the term “ Statement 
of rosiiion Js used to distinguish a statement of this kind from 
a Statement of Affairs in Bankruptcy. 

Tiio following example illustrates the method:— 

EXAMPLE. 

A, B, and C, trading in partnership, keep their bocks by smgle entry. 
Partners are entitled to 5% per annum interest on the amounts standing to 
their credit at the beginning of each year, and B and C are entitled to i&OO 
and £200 per annum respectively by way of salary. The remaining profits are 
to be shared, A B C On Ist January, 19. their capital accounts were ; 
A, £2,760; B, £1,080; C, £120, and their assets included plant valued at £820. 
In the half-year ended 30th June, 19.., and C had received their salaries, and 
they had also drawn at the end of each month ; A, £61 iOs. ; B, £34 lOs. ; 
O, £25 lOs. They had bought further plant costing £220, and now valued the 
whole at £950. Creditors are £1,870; Cash, £460; Debtors, £3,040; Stock, 
£1,890. Prepare statements showing the profit for the half-year, and the 
partners’ Capital Accounts. 


STATEMENT OF AFFAIRS 
As AT IST Jakuahy, 19.. 



£ 


£ 

Capital Accounts— 


Net Assets .... 

3,960 

A . 

2,760 


B . 

1,080 



C . 

1 120 




1 £3,960^ 


£3,960 
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STATEMENT OF AFFAIRS 
As AT 30th June, 19.. 


£ !i 

i ^ 


Creditors . . . . i 1,870 j| Plant, Ist Jan. 

1 820 


ji Less Depreciation 

I 90 



7301 


Balance—Net Value of Assets . 1 4,470 || Add Additions 

220 


I li 

1 

! 960 

i Stock 


' 1,890 

i! Debtors . 


i 3,040 

I I Cash 


; 460 

£6,340 !; 


I £6,340 

i !■ 




STATEMENT OF PROFITS 
For the half-year ending 30th June, 19.. 



. 

£ 

£ 

£ 

£ 

To Balance eld. 


1,489 

; By Net Assets, 30th June 4,470 





value at Ist Jan. 3,960 


. 



i Net Increase 

510 




; „ Cash withdrawn— 





1 Salaries. , Personal. 





' £ ; £ 





i A . . .. 369 

369 




i B , 160 1 207 

367 




i C . .: 100 ! 163 

1 ' 

263 



£1,489 


£1,489 J 

To Interest on Capital— 


! 

By Balance 6/d. .... 

1,489 

A ... . 

69 




B ... . 

27 

1 

! 


C ... . 

3 

j 99 

1 


„ Partners’ Salaries— 





B ... . 

150 


i 


C... 

100 

260 

,i 


„ Divisible Profit .— 

r "'' 

j 

! 

1 


Af one-half of £1,140 . 

670 


j : 


B, one-third „ „ 

380 


1 

,1 


6\ one-sixth „ „ 

190 

1,140 

1 




£1,489 

1 

£1,489 


1 


:i 

1 _. 
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PARTNERS* CAPITAL ACCOUNTS. 



' A. 


c. 

Total. 


£ 

£ 

1 

£ 

£ 

Balances at Ist Jan., 19.. 

2,700 

1,080 

120 

3,960 

Add Interest on Capital 

69 

27 

3 

99 

Salaries. 

— 

160 

100 

260 

Net Profit. 

670 

380 

190 

1,140 


3,399 

1,637 

413 

6,449 

Deduct Drawings. 

369 

367 

263 

979 

Balances at 30th June, 19.. . . . j 

_i 

£3,030 

t £1,280 

£160 

£4,470 


It will be realised that the foregoing method of arriving at 
the trading profits is not satisfactory. The more obvious 
disadvantages are— 

(1) The impossibility of proving the arithmetical accuracy 

of the books. 

(2) The fact that nominal accounts are not kept means 

that much of the information has to bo ascertained 
from memoranda or from sources other than actual 
accounts. 

(3) Fraud may be more easily committed owing to the 

absence of any adequate check. 

(4) There is an absence of adequate information as to 

the sources of the profits or of the nature and amount 
of the expenses incurred. 

Where, however, a cash book as well as the personal ledgers 
has been kept, it may be possible to compile Trading and Profit 
and Loss Accounts on double entry principles. 

THE COMPILATION OF FULL FINAL ACCOUNTS FROM 
SINGLE ENTRY BOOKS 

In order to prepare full detailed final accounts frbm single 
entry books it is, &*st of all, neeessary to prepare a Statement 
of Affairs as at the commencement of the period for which it is 
desired to prepare the accounts. This statement must be com¬ 
piled from such memoranda, etc. (including the trader's memory), 
as may be available, and although complete reliance cannot 
always be given to such information, careful investigation will 
probably produce fairly approximate results. 

Estimates will probably have to be made of the values of 
such assets as plant, fixtures and fittings, and stock, although, 
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in many cases, detailed lists of opening and closing stocks are 
made. 

Analytical summaries of the Cash Book and personal ledgers 
must be made to ascertain the “ totals ” of the various classes 
of transactions and the expenditure, etc., for the period. 
These summaries may be in the form illustrated on page 584. 
It will be noted that columns are provided for the totals of each 
page of the Cash Book and for the totals of each personal account, 
thus ensuring the arithmetical accuracy of each stage of the 
work. In some cases, analytical Cash Books are kept, ruled 
similarly to the summary set out on page 584. When this is 
the case, the summaiy may be dispensed with, the analysis being 
already maintained in the Cash Book. 

Upon completion of these summaries, the totals obtained 
are amalgamated with the commencing statement of affairs so 
as to form a complete Trial Balance. In preparing the latter, 
care must be observed to insert correctly— 

(1) The commencing capital and additions thereto (if 

any). 

(2) The commencing values of assets, such as plant, 

fittings and fixtures, stock, etc. 

(3) The totals of the various transactions, e.g., purchases, 

sales, returns inwards and outwards, expenses, 

private drawings, etc. 

(4) The closing balances of cash, debtors and creditors. 

If the work is carefully and accurately performed the total 
of the debit and credit columns of the Trial Balance should agree. 
It may be observed that the commencing totals of cash, debtors 
and creditors, will not, of course, appear in the Trial Balance. 

The next step is to ascertain what amounts (if any) are out¬ 
standing or paid in advance. Adjustments for these items, 
provision for depreciation and reserves for bad debts must be 
made, and when the value of the closing stock is obtained, the 
Trading and Profit and Loss /Vceounts, and Balance Sheet may be 
prepared in the usual manner. 

It must be emphasised, however, that in analysing the Cash 
Book and Debtors' Ledger, particular care must be taken to see 
that any expenditure in respect of assets is properly capitalised 
and not charged to revenue as trading purchases or expenses. 

The following example illustrates the method of procedure. 
It must be added, however, that whilst the method is based on 
double entry principles and enables a very close approximation 
of the true results and position to be obtained, yet it does not 
yield the same satisfaction as accounts prepared from a complete 
set of double entry books. 
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ANALYSIS OF DEBTORS* LEDGER 
For year ending 31st Dec., 19.. 


Fo. 

Name. 

- 

Oom- 

mcncing 

RaUm'e. 

DEBITS. 

Sales. 

Total. 

Cash i 
received, j 

Dis¬ 

count. 

Orkdits. 

lteturn..| 

1 

OloBing 

Balance. 

Total. 



£ 

1 £ ! 

‘ i 

i 

1 £ j 

£ 

£ 

£ 

£ 

£ 

1 

A. Broirn . 

i 

185 1 

210 

I 152 j 

8 

15 


36 

210 


etc. 

1 etc. 

etc. j 

etc. 

1 1 

i ! 

etc. 

etc. 

etc. 

etc. 

etc. 



£1,726 i 

i £7,420 1 

£9,146 

i £6,740 ! 

£32.5 i 

1 £180 

i £60 

£1,850 

£9,14.5 


ANALYSIS OF CREDITORS’ LEDGER 

For Year ending 31st Dec., 19.. 


1 

1 

Po. j Vafne. 

1 

1 

Cash 
: Paid. 

j 1 

‘ Discounts. ’ 

1 j 

DEBIT'S. 

Returns. 

Closing \ 
Bivlance. 

Total. 

Com¬ 

mencing 

Balance. 

CrkdI'I'S. 

Purchases.' 

i 

Total. 

1 

i £ 

; * 1 

£ ; 

£ 1 

£ 

£ 

£ 

1 

£ 

2 i C. Attit.- . 

166 

; * i 

16 i 

i 

i 

180 

1 22 

158 1 

180 


etc. 

‘ etc. 

1 

etc. ! 

etc. 

etc. 1 


etc. ' 

etc. 


i £5,780 

£210 i 

£66 

£1,460 i 

£7,506 i 

£1.560 

1 £6,946 i 

£7,605 


ANALYSIS OF CASH BOOK 
For Year ending 31st Dec., 19.. 


DEBITS. !' CREIUTS, 


Page. 

Balance 

on 

1st Jan. 

Pay¬ 

ments 

by 

Debtors, 

Cash 

Sales. 

ToUl. 

' 

Pay- j 
meats | 
to 1 
Credi- | 

J tors. 1 

Cash 

Pur- i Wages, 
chases, j 

1 

" 

Rent 

and 

Bates. 

IVade 

Ex¬ 

penses. 

Private 

Draw¬ 

ings. 

Closing 

Balance. 

Total. 


£ 

£ 

£ 

£ 

i 

£ 

£ 

£ 

_ 

£ 

£ 

£ 

£ 

£ 

1 

720 

610 

20 

! 1,260 

420 1 


12 


6 

10 


448 

etc. 


etc. 

etc. 

j 

1 etc. 

etc. 1 


etc. 

etc. 

etc. 

etc. 

1,046 

etc. 


£720 

£6,740 1 

! £860 

i £8,320 

£6,780 t 

£250 

£410 

£200 

( £276 

£360 

£1,045 

i £8,320 


In practice, additional columns may have to be provided 
for other classes of receipts and expenditure, but the foregoing 
pro forma accounts illustrate the method of analysis. After 
these analytical summaries are completed, the next step will be 
the amalgamation of the three summaries with the opening 
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** Statement of Affairs/’ so as to compile a complete Trial Balance 
Let us assume that the following statement shows the position 
at the beginning of the year. 


STATEMENT OF AFFAIRS 
As AT 1st Januaey, 19.. 


Liabilities. 

£ ' 

Assets. 

! £ 

Sundry Creditors 

1,660 

1 Plant and Machinery 

. 1 1,260 


1 Fittings and Fixtures 

. j 120 



1 Stock-in-trade 

. ! 760 



1 Sundry Debtors 

. i 1,726 

Capital . 

3,016 

j Cash at Bank . 

. ! 720 



1 

1 

! 

£4,675 


The Trial Balance will then be completed in the following 
manner :— 


TRIAL BALANCE. 

As AT 31st December, 19.. 


Capital 

Plant and Machinery 
Fittings and Fixtures . 
Stock-in-Trade, 1st January 
Sales .... 
Discounts Allowed 
Returns Inward . 

Bad Debts . 

Sundry Debtors , 

Discounts Received 
Returns Outward . 

Purchases 
Sundry Creditors . 

Cash Sales . 

Cash Purchases 
Wages 

Rent and Rates . 

Trade Expenses . 

Drawings 

Cash at Bank, Slst December 


Dr. 

! Cr. 

£ 

£ 


; 3,015 

1,260 


120 


760 

7,420 

32.'^ 


180 

i 

50 


1,850 

210 


i 66 

5,945 

1 1,460 


i 860 

j| 250 


410 

i 

200 

i 

ii 275 

i 

|l 360 

1 

|i 1,046 


|| £13,020 

! £13,020 


ii 

i! 


Assuming that £50 was owing for Rent, and £20 had been 
paid in advance for Rates on 31st December, and that provision 
has to be made for depreciation at 10 per cent, per aimum on 

iji* 
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Plant and Machinery, and 6 per cent, per annum on Fittings 
and Fixtures, and assuming also that the closing stock amounted 
to £820, the final accounts will appear as follows 


TRADING AND PROFIT AND LOSS ACCOUNTS 
Dr, Fob the Yeab ended 31st Dbcembeb, 19.. Or. 




£ 

£ 


£ 

To Stock at Ist Jan. 


760 

By Sales . 7,420 



£ 



Less Returns 180 



„ Purchases . 6,946 





7,240 

Less Returns 66 



„ Cash Sales . 


860 



6,880 

„ Stock at 31st Dec. 


820 

„ Cash Purchases . 


260 1 




♦» Wages 


410 i 




„ Gross Profit 

cjd. 

1,620 : 






£8,920 



£8,920 

To Rtnt \n(i Rates 


1 

By Gross Profit 

6/d. 

1,620 

!:2200+£60-£?0J . 

\ \ 

230 ! 

1 „ Discounts Received 

1 

210 

Expenses . 

i 1 

i 275; 

1 



„ D! oomts 41lowed 

325 ' 




Bad j )ebts . 

1 60 




,, Dec ’'oiation- - 

; 

j 



Pb,nt and Machinery | 

' 125 

1 



Fittings A Fixtures . 

; ^' 

1 



„ . . , 1 

819 

i 



j 

; £1,830 : 



£1,830 








BALANCE SHEET 
As AT 3l8T Decembeb, 19.. 



£ 

£ 


£ 

£ 

Liabilities. 



Assets. 



Sundry Creditors 


1,450 

Plant and Machinery . 

1,250 


Rent accrued 


50 

Less Depreciation 

125 


Capital: 





1,125 

Balance at 1st Jan. . 

3,016 


Fittings and Fixtures . 

120 


Add Profit 

819 


Less Depreciation 

6 

114 


3,834 


1 Stook-in*Trade 


820 

Less Drawings. 

360 


' Sundry Debtors . 


1,860 



3,474 

j Cash at Bank 


1,046 




; Rates paid in advance . 


20 



£4,974 


1 

£j^74 


The adjustments for Rent and Rates have been shown in 
brackets against the particular item in the Profit and Loss 
Account, in order to illustrate the short method of arriving at 
the correct debit thereto. The account for Rent and Rates 
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(assuming that only one account is used for these expenses) would, 
however, appear as follows :— 


Dr. 


RENT AND RATES. 


Cr. 


To Cash 

„ Rent accrued . 

cjd. 

£ ■ 
200 ■ 
60 

19.. 
Dec. 31 

» 31 

By Rates paid in 

advance . i cjd. 
„ Profit and Loss 

Account . ' 

1 

£ 

20 

230 



£2.50 

i 

1 

1 

£250 

1 

To Rates paid in 
advance. 

hid. 

1 

20 

19.. 

, Jan. 1 

1 

I 

By Rent accrued bfd. 

50 


An Alternative Method. 

*In the case of those businesses where neither debtors' nor 
creditors' ledgers are kept, a complete analysis of the purchases 
and sales transactions cannot be made. The Cash Book is 
analysed in the manner shown on page 584. The amount of 
the total purchases for the period is arrived at by ascertaining 
(from the cash analysis) the total amount paid to creditors 
during the trading period, adding to this figure the amount 
owing to creditors at the end of the period, and deducting there¬ 
from the amount owing to creditors at the commencement of 
the period ; the resulting figure will represent the total purchases 
for the period. The total sales are ascertained in a similar 
manner. 


EXAMPLE. 

A and are in partnership, and keep their books by single entry. They share 
profits and losses in the proportions of three-fifths and two-fifths re8i)ectively, 
and instruct you to prepare their Balance Sheet as at 30th June, 1941, together 
with a Profit and Loss Account for the year ended on that date. 

Upon analysing (he firm’s Cash Book for that period you find the following, 
viz.:— 


Bank Balance, Ist July, 1940 .... 

A'6 Drawings. 

Es do, . 

Paid to Trade Creditors (including Bills Payable) 

Wages. 

Salaries. 

Other Trade Expenses. 

Received from Trade Debtors (including Bills 

Receivable). 

Receipts from Cash Sales. 


£ s. d. 
400 0 0 
460 0 0 
300 0 0 
3,800 0 0 
1,100 0 0 
600 0 0 
1,326 10 0 

6,364 10 0 
1,681 0 0 
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The respective capitals of A and B at 1st July, 1940, were £4,000 and £1,000 
Particulars of the other Assets and Liabilities of the firm are as follows, viz. 


Stock on hand 

Debtors 

Creditors 

Bills Iteceivable . 
Business Premises 
Bills Payable 
Office Furniture . 


Ist July, 1940. 
£ 8. d. 

1,980 0 0 
2,600 0 0 
2,200 0 0 
600 0 0 
2,000 0 0 
300 0 0 
120 0 0 


30th June, 1941. 
£ 8. d. 

2,600 0 0 
1,936 10 0 
700 0 0 
700 0 0 
2,000 0 0 

120 0 0 


Under the Partnership Deed, 5% i)er annum interest on Partners’ Capital is 
to be a charge to Profit and Loss Account (ignore drawings), and B is also entitled 
to be credited with a commission of 6% per annum upon the net profits divisible 
between the partners after charging such commission and interest on Capital. 

Reserve £150 for Doubtful Debts, and write off 6% depreciation on Business 
Premises and Office Furniture. 


The totals of the Purchases and Credit Sales for the year are 
ascertained in the following manner :— 


Purch^^s, 

Paid to Cr^dito.fl 
Creditors at ct 1— 
Open Aocov. fcs 
Biiifl Ptt; abio 


! Sale^. 

i £ 8. d.'| 

3,800 0 0 I Debtors’ Payments . 
' I Debtors at end— 

700 0 0 j! Opn Accounts . 
nil li Bills Receivable . 


£ 8. tl. 

6,364 10 0 

1,935 10 0 
700 0 0 


Deduct creditors at coni* 
mencement— 

Open Accodnts 
Bills Payable . 


Purchases for Year . 


£ 


£4,600 0 0|| 

! ii 


2,200 

I 300 


-j 2,600 0 Oi 
£2,000 0 Oj 


I i £ 8,000 0 0 

Deduct debtors at com- ; ; 


menceraent— 

1 £ > 


Open Accounts 

. i 2,600 i 


Bills Receivable 

. j 500 1 

3,000 0 0 


1 

Sales for Year 

i 

’ i ! 

£6,000 0 0 


Ac the closing Bank Balance is not given, it is necessary to 
prepare a summary of the Cash Book in order to ascertain this. 


Dr. SUMMARY OF CASH BOOK. Or. 




£ 

8 . 

d.il 



1 

£ 

8 . 

d. 

To Commencing 




1 

jBy 

A*s Drawings 


460 

0 

0 

Balance . 


400 

0 

0. 


B*s Drawings 


300 

0 

0 

„ Receipts from 





»» 

Payments to 





Debtors . 


6,364 

10 

o! 


Creditors. 


3,800 

0 

0 

„ Cash Sales . 


1,681 

0 

0 

tl 

Wages 


1,100 

0 

0 




— 

— 

1* 

Salaries 


600 

0 

0 



7,345 

10 

0 

II 

Trade Expenses . 


1,326 

10 

0 

Balance, Bank 

1 









Overdraft 

c/d. 

130 

0 

0 









£7_^76 

10 

0 




£7,476 

10 

0 





1 

j By Overdraft . 

6/d. 

130 

0 

0 
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TRIAL BALANCE. 

30th June, 1941. 

I 

I Dr. Cr, 

£ s. d. £ s. d. 

I 4,000 0 0 

1,000 0 0 

' 1,980 0 0 

i 1,935 10 0 ! 

;i ! 700 0 0 

i! 700 0 0 ■ 

■I 2,000 0 0 ; 

;i 120 0 0 I 

i! 460 0 0 I 

|! 300 0 0 I 

j 1,100 0 0 j 

!| 600 0 0 I 

I 1,325 10 0 i 

; i 130 0 0 

I i 1,581 0 0 

i ! 6,000 0 0 

j 2,000 0 0 : 

! £12,411 0 0 i £12,411 0 0 


TRADING AND PROFIT AND LOSS ACCOUNTS 
Dr. For thr Ybab bnded 30th June, 1941. Cr. 


d. 

0 
0 
0 
0 

I £9,081 0 0 

To Trade Expenses . j ; 1,325 10 0 
„ Salaries . . ; 600 0 0 

„ Reserve for Doubt- i 

ful Debts .1 1 160 0 0 

„ Depreciation— ! 

BusinessPremises j ! 100 0 0 

Office Furniture. 6 0 0 

„ Balance . . j c/d. | 1,919 10 0 

I £4,001 0 0 


To Interest on ' 

Capital; l i 

A . . i 200 0 0 

B . . ; ! 60 0 0 

„ Commission , ! 

of £1,669 lOs. : i 94 10 0 

„ Capital Accounts :; 

A, gthof £1,675 i 946 0 0 

B, Eth „ „ I 630 0 0 

I £ 1,919 10 0 

* For explanation of method of calculation, see Chapter XIII, page 525. 


I By Credit Sales . 5,000 0 0 

' „ Cash Sales . . 1,581 0 0 

„ Stock at 30th June 

1941 . . 2,500 0 0 

£9,uSl 0 0 


By Gross Profit 




By Balance 


bjd. 4,001 0 0 


£4,001 0 0 
. b\d. 1,919 10 0 


l£l,919 10 0 


£ 8 . 

To Stock at Ist July, i 

1940 . ! 1,980 0 

„ Purchases . . j 2,000 0 

,, Wages . . i 1,100 0 

„ Gross Profit . c/d. j 4,001 0 


Capital —A 

„ B , . 

Stock at let July, 1940 
Debtors 
Creditors . 

Bills Receivable 
Business Premises 
Office Furniture 
A —Drawings 

Wages 

Salaries 

Trade Expenses 
Bank Overdraft 
Cash Sales 
Credit Sales 
Purchases 
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PARTNERS* CAPITAL ACCOUNTS. 


By Balance at let July, 1940 
Add Interest 
„ Commission . 

„ Profit . 


Deduct Drawings . 

Balance at credit, 30th June, 1941 


A 

B 

£ 8. d. 

£ B. d. 

4,000 0 0 

1,000 0 0 

200 0 0 

60 0 0 


94 10 0 

946 0 0 

630 0 0 

6,145 0 0 

1,774 10 0 

460 0 0 

300 0 0 

j£4,695 0 0 £1,474 10 0 


BALANCE SHEET 
As AT 30th June, 1941. 



£ 

8 . 

d. 

£ 

8 . 

d.! 


£ 

8 . 

d. 

£ 

8 . 

d. 

Liabilities^. 







Assets. 







Baak Overdraft . 




130 

0 


Business Premises . 

2,000 

0 

0 










i 

Less Depreciation 

100 

0 

0 














— 

1,900 

0 

0 

Sundry CreditofL . 




700 

0 

0, 

Oflfioe Furniture . 

120 

0 

0 











Less Depreciation 

6 

0 

0 




Capitol AocoTir.to— 










— 

114 

0 

0 

A . 

4,695 

0 

0 




Stock-in-Trade 




2,600 

0 

0 

B , 

1,474 

10 

0 




Sundry Debtors— 








— 

— 

— 

6,169 

10 

0! 

On o^n A/cs. . 

1 1,936 

10 

0 











Bills Receivable 

700 

0 

0 







1 





1 2,636 

10 

0 




\ 







Less Reserve 

i 160 

0 

0 




1 

j 






1 


1- 


1 

2,486 10 

0 

1 




£6,999 10 

o; 





£6,999 

10 

0 


CONVERSION OF SINGLE ENTRY INTO DOUBLE ENTRY BOOKS 

A trader whose books are being kept under single entry or 
incomplete double entry methods may be desirous of improving 
his system by the installation of a complete double entry system 
as and from a certain date. In order to do this it is necessary 
to proceed as follows :— 

A complete set of new account books should be obtained. 
These books will vary in detail according to the size and nature 
of the business, but as single entry methods have been previously 
adopted a very elaborate system vill probably not be. required 
at the outset. The books necessary may include :— 

(2) ImJe^raomfSger} 

(3) Purchases and Sales Ledgers. 

(4) Purchases Day Book. 

(6) Sales Day Book. 

(6) Returns Inwards and Outwards Books. 

(7) Cash and Petty Cash Books. 

(8) Bills Receivable and Payable Books. 

(9) Journal. 
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The starting-point for the conversion is the Statement of 
Affairs, which must be drawn up in the usual way at the date of 
conversion, and the opening journal entry for the new set of 
books will be compiled from this statement. For example, the 
opening entries taken from the Balance Sheet given on page 590 
would be as follow :— 


19il 

1 

i 

£ 8. d. 

OQ 

July 1 

Sundries. Dr, ! 




To Sundries— 




Business Premises 

1,900 0 0 



Office Furniture .... 

114 0 0 



Stock-in-Trade .... 

2,600 0 0 



Sundry Debtors .... 

1,936 10 0 



Bills Receivable .... 

700 0 0 



Bank Overdraft 


130 0 0 


Sundry Creditors 


700 0 0 


Reserve for Bad Debts 


i60 0 0 


Capital Accoxmts— 




A . 


4,696 0 0 


B . 


1,474 10 0 


Being assets and liabilities as at | 




this date. ' 



i 1' 

1 ' 

£7,149 10 0 ! 

£7,149 10 0 


1 .. 

— 


The Sales Ledger will be opened by debiting thereto the 
debtors as shown by the schedule prepared when compiling the 
Statement of Affairs, credit balances, if any, being credited. 
The Purchases Ledger will be opened in a similar way, and the 
net totals of the debtors and creditors should agree with the 
figures shown in the opening journal entry. The amount of 
the Bank Overdraft will form the opening credit balauvje in the 
Cash Book. The remaining balances will be posted to the debit 
or credit of appropriate accounts in the General Ledger or in 
the Private and Impersonal Ledgers if these are kept separately. 
To prove the accuracy of the postings it is advisable to extract 
a Trial Balance, the agreement of wliich indicates that the books 
are on an arithmetically correct double entry basis ; and in 
future all entries must be made in accordance with the rules 
laid down for pure double entry book-keeping. 

The principles of conversion are the same in every case, and 
the procedure will vary only in detail. For example, properly 
kept sales and purchases ledgers may have been in use, and in 
this case it will not be necessary to open new ledgers; or a suitable 
Cash Book may be already in use, and it will be unnecessary to 
replace it. These circumstances will not, however, affect the 
system, provided the accounts are properly ruled off and the 
balances brought down at the date of conversion, care being 
taken that no entries made under the double entry system are 
posted into the obsolete parts of the books. 
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CARD AND LOOSE-LEAF LEDGERS 

A remarkable development in modem business practice has 
been the introduction and adoption of card and loose-leaf ledgers. 

Card Ledgers consist of separate cards for each ledger 
account, kept in strict alphabetical or numerical order in a 
single- or multiple-drawer cabinet, in the same way as a card 
index. If the cards are arranged numerically, each person's 
account is given a definite number, and the cards are kept in 
numerical order, but this method necessitates the use of a 
separate alphabetical card-index from which to ascertain the 
number of each person's account. Usually, the cards are pro¬ 
vided with a circular hole at the foot so that a self-locking rod 
may be passed through the whole of the cards, thus preventing 
their removal by any unauthorised person. 

The following illustration, reproduced by courtesy of Messrs 
Kenrick & Jefferson, Ltd., West Bromwich, shows a card 
ledger in the cabinet and also a specimen card from the ledger. 
The card is ruled on both sides and carries a tab on which is 
wiitt<:n or printed the numerical reference, or the division of the 
alphabet, as Ihe case may be. The ruling may, of course, be 
aocom.nodated to suit individual requirements. That illus¬ 
trated is an ordinary account ruling in Dr. and Cr. form with 
dciib^o cash columns, but frequently the debit and credit columns 
are placed side by side so that all items are entered on successive 
lines, the amounts being extended to the debit or credit column 
as the case may be. This method enables the space on the 
card to be utilised to its fullest extent. 
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Loose-Leaf Ledgers consist of loose leaves which are fixed 
in binders provided with a self-locking device so that the leaves 
are firmly held and can be removed only by, or with the authority 
of, the person who has charge of the key to the ledger. Usually, 
these leaves are ruled in the ordinary form of an account, as in 
the following illustrations, also reproduced by courtesy of Messrs 
Kenrick & Jefferson, Ltd. 



Loose-Leaf Ledger. 


Showing leaves locked in to prevent removal, the key being retained by a 
responsible official. The ruling is that of an ordinary ledger account, but may, 
of course, bo varied to suit requirements, and for use as a journal, cash book, 
or other form of accounting record. 



Loose-Leaf Ledger—Open. 


Showing the ledger unlocked for the insertion of an additional leaf, which is 
slipped into posit ion on the steel bars. 


The leaves may be arranged in any order deemed most 
suitable, but the two methods more generally used are— 

(1) Strict alphabetical order throughout, thus avoiding 
the use of an index ; and 
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(2) Alphabetical divisions for each separate letter, all 
surnames commencing with the same letter being 
kept together, and further subdivided by the 
insertion of vowel index cards : thus Jones would 
be filed under section J, vowel sub-secfion O ; 
White under section W, vowel sub-section I, etc. 

To prevent wrongful usage and to avoid the risk of frauds 
the key of the ledger and all reserve and unused leaves are re¬ 
tained in the custody of a responsible official, to whom the ledger- 
keeper must apply for new leaves as the old ones are filled or 
new accounts are opened. This official also keeps a Register 
of Loose Leaves to record the disposal of the sheets, which are 
numbered consecutively. The official in charge enters the name 
of the account on the new leaf, and at the same time records 
particulars in the Register before inserting the new leaf in the 
ledger. 

Similar precautions should be adopted in the case of card 
ledgers. When an account is definitely closed, or a leaf or card 
is cc»p\plctely filled up, balanced, and audited, that portion of 
the ledger is removed and transferred to a storage cabinet or 
binder, and thus only the actual cards or leaves in current use 
are retained in the ledger. 

Advantages of Card and Loose-Leaf Ledgers. 

1. The loose-leaf or card ledgers are continuous, so 
transfers to new ledgers never become necessary, and thus a 
considerable saving of time and labour is effected. 

2. New leaves or cards are inserted as and when necessary, 
and the risk of error in transfer of accounts is reduced. 

3. Every account is always consecutively arranged in its 
allotted position, and it is not necessary to refer to several 
parts of a ledger to trace the history of an account. 

4. The sub-division of a ledger is accomplished very easily, 
and there is unlimited scope for expansion with the growth 
of individual accounts. 

5. Only “ live '' accounts are retained in the ledger in 
current use, deadmatter and closed accounts being trans¬ 
ferred to storage cabinets or binders, and thus there is a great 
saving of time in extracting the balances at balancing dates. 

6. Entries can easily be tyj»ed. 

7. Generally, card and loose-leaf ledgers facilitate the work 
of the accounting department, adding greatly to the adapta¬ 
bility and mobility of the office organisation. 

Disadvantages of Card and Loose-Leaf Ledgers. 

1. The initial cost is greater than for bound books, but 
over a series of years the average cost is approximately equal. 
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and when the effective saving of time and labour is taken 
into account, the balance of advantage is with the loose-leaf 
and card systems. 

2. In the case of card ledgers, it is sometimes found that 
more time is required to find the card and replace it after 
making the needed entries, but entries in loose-leaf ledgers 
are made quite as easily as in bound ledgers. 

3. The risk of possible loss or accidental misplacement of 
cards or leaves is always present. 

4. The loose-leaf and card systems provide greater 
opportunities for fraud than bound ledgers with fixed leaves, 
as it is easier to rewrite and substitute a single card or leaf 
than to rewrite a whole book or alter the pages in a bound 
book. There should not be any great risk of fraud, however, 
where the office organisation includes— 

(1) A satisfactory internal check, including the adoption 

of the self-balancing system ; 

(2) The ledger-keeper is a different person from those 

in charge of the day and cash books and other 
books of original entry ; and 

(3) A responsible official has charge of the keys of the 

ledgers, and a Register of Loose Leaves, etc., is 
properly kept. 

Even where boimd ledgers are in use, there is some risk of 
fraudulent manipulation. Moreover, an additional safeguard 
is provided in the case of card and loose-leaf ledgers if a dis¬ 
tinctive ruling is adopted for the cards and ledger leaves, for 
then the ledger-keeper can substitute the ordinary stock 
rulings only with difficulty. 

Objection is sometimes raised that the loose leaves yjv cards 
are not such good evidence in a Court of Law as the ordinary 
bound ledger with fixed leaves, and this view would appear to 
be strengthened by the case of Hearts of Oak Insurance Co., Lid., 
V. Janies Flower dh Sons (1935), in which the judge refused to 
accept a loose-leaf minute book as evidence. Li this case, how¬ 
ever, the book was in very bad condition, and anyone could 
remove the leaves at will, and it is unlikely that this decision 
would extend to loose-leaf books of account which were kept 
locked, the keys being in proper custody. 

It may be added, however, that as compared with card 
ledgers, loose-leaf ledgers are more easily handled, and as the 
leaves are securely fixed in book form there is less risk of loss. 

MECHANICAL METHODS OF BOOK-KEEPING 

An important recent development in accounting practice has 
been the introduction of machine aids to book-keeping as a 
supplement to, or in place of, the older manual method. These 
aids are numerous and diverse, ranging from listing and adding 
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machines, which compile a total of the items recorded on the 
machine, to book-keeping machines which write up ledger accounts 
and record the new balance after each transaction. 

The following are the main advantages which usually accrue 
from the installation of machine aids to book-keeping :— 

(1) Postings can be made more rapidly and with greater 

clarity than if done by hand. 

(2) Sudden increases of work can be handled without any 

additions to the book-keeping staff. 

(3) There is a saving in wages, since it is often possible for 

a book-keeping machine, operated by a single clerk, to 

perform the work formerly done by three or four clerks. 

(4) There is, in some cases, a saving of expensive floor space. 

(6) Errors are practically eliminated and checking is 

minimised. 

(6) The work can be kept more up-to-date, and statements 

prepared more quickly than when the books are 

written up by hand. 

(7) In certain machines, totals are compiled of the postings 

made, thus affording data for the preparation of 

Adjustment Accounts. 

(8) Clerks released from ordinary book-keeping routine 

may be employed on work of a statistical nature. 

'Hie chief disadvantage of book-keeping machines is that, in 
many cases, their cost is high, and onlj’^ comparatively large 
Arms can profitably employ them. Before installing an expensive 
machine the prospective purchaser should compare the estimated 
running costa thereof, including operator’s wages, depreciation 
and interest on the capital locked up in the machine, with the 
cost of the clerical labour which he proposes to displace. A 
comparison of this type may reveal that the volume of the trans¬ 
actions of the business is not sufficiently great to justify the 
installation of the machine. 

It is beyond the scope of this work to give detailed descriptions 
of the various machines in use, but in general, the book-keeping 
machines are designed to type at one operation :— 

(a) (i) Delivery Note and (ii) Invoice ; 

(b) (i) Ledger Account and (ii) Monthly Statement. 

The totals of the invoices are accumulated in the machine 
automatically, and thus supply the total sales to any date. 
Similarly the cash and returns recorded are totalled. The 
accuracy of the books may therefore be checked at any time by 
means of total accounts. 

Machinery enables the “ Slip System ” to be used to 
advantage, the postings to the ledgers being made from the 
original records, instead of from entries in books of original entry. 
This system is not, however, entirely confined to machine account- 



MECHANICAL METHODS OF BOOK-KEEPING 


597 


ing, but may be conveniently adapted to handwritten records, 
thus saving considerable time in writing up books of prime entry. 
Several sheets may be fastened together in sets, either inter¬ 
leaved with carbon paper, or with the backs of the actual sheets 
car boned, appropriately ruled to suit the requirements of the 
business, usually to serve the following purposes :— 

(а) Invoice. 

(б) Delivery Note. 

(c) Day Book Slip. 

Parts (a) and (6) will be despatched to the customer, and 
(c) used to make the ledger posting. The totals of all Day Book 
slips may be accumulated on an adding machine in order that 
the total sales for the period may be ascertained. The slips 
will then be filed, usually in a loose-leaf binder. If the slips are 
of different colours for different departments, sorting will be 
greatly facilitated. 

EXERCISE 14. 

A. A client instructs you to prepare Profit and Loss Account and Balance 
Sheet. On perusing his books you ascertain that they have not been kept upon 
double entry principles. 

Without completing the double entry in detail, state how you would proceed 
to prepare the accounts. 


B. A retail trader had not kept proper books of account, but from the follow¬ 
ing details you are required to ascertain the profit or loss for the year ended Slat 
December, 1940, and also to prepare Statement of Affairs at that date ;— 



31st Dec., 

Slst Dec., 


1939 

£ 

1940 

£ 

Stock-in-Trade. 

1,670 

1,850 

Sundry Creditors. 

1,540 

1,400 

Sundry Debtors ...... 

1,120 

1,050 

Cash in Hand. 

25 

120 

Bank Overdraft. 

2,020 

1.040 

Bills Receivable ...... 

1,505 

i,420 

Fixtures, Fittings, etc. 

160 

150 

Motor Van. 

190 

190 

The drawings during the year amounted to £260. 

Depreciate Fixtures, etc., 

19%, write £30 off Motor Van. As regards the Debtors, it is ascertained 

that £60 is irrecoverable, and a further reserve of 6% should be made. Also 

reserve £70 in respect of Bills Receivable. 



C. M. Ravary keeps his books by “single entry. 

“ As on 31st December, 

1939 and 1940 respectively, his financial position wtis as follows 

— 


1939 

1940 


£ 

£ 

Cash at Bank. 

457 

110 

Cash in Hand. 

36 

30 

Stock. 

1,926 

2,851 

Machinery and Plant. 

2,721 

3,060 

Bills Receivable . . . - . 

(nil) 

324 

Sundry Debtors . . . * . 

1.242 

2,197 

Sundiy Creditors. 

3,602 

4,200 

Office Furniture. 

248 

261 

Private Drawings ..... 

(nil) 

260 

Prepare a statement from the above particulars, showing M. Ravary 8 profit 

for the year ended Slst December, 1940. Ignore Depreciation and Reaves. 














598 PRmOIPLES AND PRACTICE OF BOOK-KEEPING AND ACCOUNTS 


D. A trader has kept the following books of account only, viz., Debtors’ 
Ledger, Creditors’ Ledger, and Cash Book. You are instructed to prepare his 
Balance Sheet as on 31st December, together with Trading and Profit and 
Loss Accounts for the year ended on that date. For the purposes indicated, the 
following statements are prepared:— 


Balance Sheet, 1st Januaet. 


Liabilities, 

£ 

Assets. 

£ 

Sundry Creditors 

1,677 

Plant and Machinery 

1,081 

Rent and Rales 

60 

Fixtures and Fittings 

80 



Sundry Debtors 

1,653 


1,637 

Stock .... 

804 

Surplus (Capital) 

2,677 i 

i Bank and Cash 

696 


£4,314 1 


£4,314 


Analysis of Debtors’ Ledger. 




Dr, 

Cr. 



£ 

£ 

Cash credited .... 



6,250 

Discoun'os ..... 



160 

Returns. 



146 

Bad debts. 



42 

Balances, 31st December 



1,787 

Balances, Ist January . 


1,653 


S^des. 


6,721 




£8,374 

£8,374 

Analysis of Creditors* Ledger, 




£ 

£ 

Balances, Ist January . 



1,677 

l^irchases. 



6,800 

Cash debited .... 


6,027 


Discounts. 


70 


Returns. 


40 


Balances, 3Ist December 


1,240 




£7,377 

£7,377 

Analysis of Cash Book. 





£ 

£ 

Balances on Ist January 


696 


Capital Account (amounts received) 


860 


Cash Credited to Debtors’ Ledger . 


6,260 


Cash Sales. 


460 


Cash Debited to Creditors* Ijedger. 



6,027 

Plant and Machinery (purchase) . 



43 

Cash Purchases .... 



103 

Wages. 



425 

Office Expenses .... 



225 

Rents and Rates .... 



212 

Trade Expenses .... 



95 

Drawings. 



318 

Balances on 3 Ist December . 



808 



£8,256 

£8,256 
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Stook on Slat December is £1,112; rent and rates owing on that date 
are £33. 


E. At let January, 19.W. Singler’s Capital was £2,000. At Slst December 
of the same year he possessed the following assets : Cash in hand, £25 ; Cash at 
Bank, £500; Sundry Debtors, £1,000; Stock-in-IVade, £2,000 ; Horses and Carts, 
£250; and Fixtures and Fittings, £125. His liabilities were : Trade Creditors, 
£1,400. He had drawn out during the year £40 per month. He had also during 
the year made a profit on dealings in Stocks and Shares of £280, which he had 
placed in the Business Bank Account. 

Prepare a Statement of Profit and a Statement of Affairs, reserving 5% on 
Debtors for Bad Debts ; also depreciate Horses and Carts by 10%, and Fixtures 
and Fittings by 8%, 


F. Roy, Teece, and Earl are in partnership and share profits and losses in 
the proportions of 5, 4, and 3, and on Ist January their capital was, Roy, £3,000; 
Teece, £2,800 ; and Earl, £2,400. At 30th June, the following is the position :— 


£ 

Cash in hand.36 

Cash at Bank.1,000 

Stock.4,000 

^ Book Debts.5,500 

Fittings, Fixtures, etc.300 


(At 1st January, Fixtures, etc., were regarded as of 
the value of £250; during the half-year to 3()th June, £70 
had been spent on additions, the value at the latter date 
being treated as above.) 

Sundry Creditors.960 

Prepare Statement of Affairs as at 30th June; also show the profit for 
the half-year and the position as regards eacli partner. The drawings of the 
partners were, Roy, £390 ; Teece, £260; and Earl, £300; each partner is entitled 
to interest on his capital at the rate of 5% per annum. 


G. Compare the respective merits or demerits of loose leaf or card ledgers 
with the ordinary ledger systems. 


H. State the advantages and disadvantages with reference to the employment 
of loose leaf ledgers in a manufacturing concern. 


I. What are the advantages and disadvantages of book-keeping machines, 
and what points should be considered before a mechanical system is installed ? 











CHAPTER XV 


PARTNERSHIP DISSOLUTION ACCOUNTS; INSOLVENT 
PARTNERS ; RULE IN GARNER v. MURRAY; STATEMENT 
OF AFFAIRS IN BANKRUPTCY AND DEFICIENCY 
ACCOUNTS; DEEDS OF ARRANGEMENT; COMPANY 
LIQUIDATION ACCOUNTS 


The circumstances in which partnerships may be dissolved 
are thus summarised by the Partnership Act, 1890 :— 

Section 32. Subject to any agreement between the partners, 
a partnership is dissolved— 

(a) If entered into for a fixed term, by the expiration of that 
term : 

(7;) li entered into for a single adventure or undertaking, by 
the termination of that adventure or undertaking : 

(o) If entered into for an undefined time, by any partner 
giving notice to the other or others of his intention to 
dissolve the partnership. 

In the last-mentioned case the partnership is dissolved as 
from the date mentioned in the notice as the date of dissolution, 
or, if no date is so mentioned, as from the date of the com¬ 
munication of the notice. 

Section 33.—(1) Subject to any agreement between the 
partners, every partnership is dissolved as regards all the 
partners by the death or bankruptcy of any partner. 

(2) A partnership may, at the option of the other partners, 
be dissolved if any partner suffers his share of the partnership 
property to be charged under this Act for his separate debt. 

Section 34. A partnership is in every case dissolved by the 
happening of any event which makes it unlawful for the business 
of the firm to be carried on or for the members of the firm to carry 
it on in partnership. 

Section 35. On application by a partner the Court may 
decree a dissolution of the partnership in any of the following 
cases: 

(a) When a partner is certified to be a lunatic or is shown to 
the satisfaction of the Court to be of permanently 
unsound mind, in either of which cases the application 
may be made as well on behalf of that partner by his 


000 
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committee or next friend or person having title to 
intervene as by any other partner : 

(6) When a partner, other than the partner suing, becomes 
in any other way permanently incapable of performing 
his part of the partnership contract: 

(c) When a partner, other than the partner suing, has been 

guilty of such conduct as, in the opinion of the Court, 
regard being had to the nature of the business, is 
calculated to prejudiciallj affect the carrying on of 
the business: 

(d) When a partner, other than the partner suing, wilfully 

or persistently commits a breach of the partnership 
agreement, or otherwise so conducts himself in matters 
relating to the partnership business that it is not 
reasonably practicable for the other partner or partners 
to carry on the business in partnership with him : 

(e) When the business of the partnership can be carried 

on at a loss : 

(It) Whenever in any case circumstances have arisen which, 
in the opinion of the Court, render it^just and equitable 
that the partnership be dissolved. 

In many cases, the dissolution is caused by the retirement 
of one partner, and in such a case, if the business is carried on 
by the remaining partners, the partnership accounts are affected 
only in as far as it is necessary to revalue the assets, etc., and 
adjust the partners' accounts. 

After the profits to the date of the dissolution have been 
ascertained and credited to the accounts of the respective 
partners, a Revaluation Accoimt is opened, and this account is 
credited with any increase in the value of the assets, and debited 
with any decrease, any increases or decreases in the value of the 
liabilities being recorded in the converse manner. The balance 
of the account is divided between the partners, and the oi^tgoing 
partner is also credited with his proportionate share oi the 
goodwill (if any) of the business. 

If the new values are not to be retained in the books, the 
differences must be written off to the partners of the new firm 
in the new profit-sharing ratio. In this case it is unnecessary 
to make any alteration to the book values of the asset and 
liability accounts concerned; the differences between actual and 
book value may be carried down on the Revaluation Account 
and written off to the new partners' accoimts, as in the example 
on page 196. 

The outgoing partner's capital account is closed upon payment 
to him of the amount due, but if payment is deferred for a period, 
the balance of the capital account should be transferred to a 
loan account. Interest will be credited periodically to the loan 
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account according to agreement between the partners, pay¬ 
ments being debited as and when they are made. 

Where the dissolution affects one partner only, it reaUy 
amounts to a retirement of that partner. In its truest sense, 
however, dissolutionimplies a complete dissolution of the 
partnership, and involves the payment of the whole of the 
partnership debts, and the distribution of the assets in accord¬ 
ance with the provisions of the Partnership Act or of the partner¬ 
ship agreement. 

Dissolution may occur through— 

(1) Mutual agreement to wind up, and close or sell the 

business. 

(2) Conversion of the business into a limited company, 

(3) Insolvency of the partnership business, or 

(4) Any of the causes outlined on pages 600-601. 

Retirement of One Partner. 

Section 42. (1) Where any member of a firm has died or 
oth^:^wise ceased to be a partner, and the surviving or continuing 
pait’^^ers cany on the business of the firm with its capital or 
assets without any final settlement of accounts as between the 
firm and the outgoing partner or his estate, then, in the absence 
of any agreement to the contrary, the outgoing partner or his 
estate is entitled at the option of himself or his representatives 
to such share of the profits made since the dissolution as the 
Court may find to be attributable to the use of his share of the 
partnership assets, or to interest at the rate of 5 per cent, per 
annum on the amount of his share of the partnership assets. 

These provisions are, as stated above, subject to any agree¬ 
ment, and in most cases the method to be adopted in arriving at 
the deceased or retired partner's share is provided by the Articles 
of Partnership. 


EXAMPLE. 

Peace, Pearce and Pearson were in partnerihip sharing profits in the pro¬ 
portion of one-half, one-quarter and one-quarter. It was provided in the 
partnership agreement that: 

(a) A Policy of Survivorship Assurance be taken out on the joint lives 

of the partners for £12,000. 

(b) Interest at the rate of d per cent, per annum was to be allowed on 

partners’ capitals and charged on partners’ drawings. 

(c) In the event of the death of a partner the goodwill was to be valued 

at an amount equal to three years’ purchase of the average “ super 
profits ” of the last two years. The average normal profits are to 
be taken as £10,000. 

(d) In addition to his share of goodwill the deceased partner’s representa¬ 

tives were to receive the amount of his capital at the date of the last 
Balance Sheet and his share of profits to date of death estimated 
upon the average profitfi of the last two years. 
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(e) Interest to bo allowed at 5 per cent, per annum on the amount 
ascertained as being due to the deceased partner’s representatives 
from date of death to date of payment. 

The results for the last three years ended 31st December, 1940, were as 
follows;—1938, Loss £4,500; 1939, Profit £14,760; 1940, Profit £17,260. Pearson 
died on 31st March, 1941. His drawings to date of death were: 3l8t January, 
£240, 28th February, £240, 30th March, £217. His capital as shown by the 
last Balance Sheet was £16,000. 

From the above information prepare an account showing the amount paid 
to Pearson’s representatives, assuming a settlement was made at 30th September, 
1941. Calculate interest to the nearest month. 


STATEMENT SHOWING AMOUNT DUE TO PEARSON’S 
PERSONAL REPRESENTATIVES. 

Capital at Slat December, 1940 . 

Interest thereon—3 months @ 6% p.a.. 


£ 

16,000 

200 


16,200 

» £ 

Less Drawings.697 

Add Interest 6% p.a. for 2 months on £240 . 2 

„ „ „ 1 month „ 1 700 


16,600 


Goodwill (i). 

. . . 

4,600 

Estimated Profite (i of £14,760+£17,260 ^ 

» • • 

1,000 

Insurance Policy (J). 

. . . 

3,000 

Amount due . 


24,000 

Add Interest @ 6% p.a. for 6 months 

. 

600 

Amount paid on 30th September, 1941 . 

. 

£24,600 

Notes : (1) Goodwill is calculated as follows;— 

i? 

Profits 1939 .... 

. 14,760 


„ 1940 .... 

. 17,260 


Average profits .... 

2)32,000 

. 16,000 


Less Average normal profits 

. 10,000 


Super profits. 

. £6,000 


3 years* purchase .... 

. £18,000 


Pearson’s share (i) . 

. £4,600 



(2) It is assumed that no account had been opened in the books for 
the Survivorship Assurance Policy. Pearson’s representatives are 
thus entitled to one-fourth of £12,000. If a Policy Account had 
been opened in the books, Pearson would only be credited with one- 
fourth of the excess of £12,000 over the book value. 
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Adjusting Accounts on Dissolution. 

The statutory provisions of the Partnership Act, 1890, with 
regard to the adjustments of accounts between partners on 
dissolution, are as follows :— 

Section 44. In settling accounts between the partners after 
a dissolution of partnership, the following rules shall, subject 
to any agreement, be observed : 

(a) Losses, including losses and deficiencies of capital, shall 

be paid first out of profits, next out of capital, and 
lastly, if necessary, by the partners individually in the 
proportion in which they were entitled to share profits : 

(b) The assets of the firm, including the sums, if any, con¬ 

tributed by the partners to make up losses or de¬ 
ficiencies of capital, shall be applied in the following 
manner and order: 

1. In paying the debts and liabilities of the firm to 

persons who are not partners therein : 

2. Ill paying to each partner rateably what is due 

from the firm to him for advances as distinguished 
from capital: 

3. In paying to each partner rateably what is due 

from the firm to him in respect of capital: 

4. The ultimate residue, if any, shall be divided 

among the partners in the proportion in which 
profits are divisible. 

The above rules apply “ subject to any agreement,"' but it 
should be noted that partners cannot make an agreement between 
themselves which will aSect their liability to third parties, unless 
such third parties are joined in the agreement; they can, how¬ 
ever, make any agreement they wish as to the way in which 
the firm"s liabilities shall be borne inter se, i.e., as between the 
partners themselves. 

Book-keeping Entries on Dissolution. 

The following procedure is required to record the realisation 
of the assets and the adjustment of the partners" accounts on 
a dissolution of the business :— 

(1) Close all asset accounts, excepting Cash, after crediting 

all specific reserves thereto, by transferring the 

balances of such accounts, representing the book 

values of the assets, to the debit of a Realisation 

Account. 

(2) Debit Cash and credit Realisation Account with the 

amounts realised for the assets. 

(3) If a partner personally takes over part of the assets, 

debit that partner"s capital account with the agreed 
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valuation of the asset or assets taken over, and 
credit the Realisation Account. 

(4) All expenses incurred are credited to Cash and debited 

to Realisation Account. 

(5) Credit Cash and debit the creditors' accounts as and 

when the liabilities are discharged. 

(6) If a hitherto contingent liability matures during the 

winding-up of the business, credit Cash and debit 
Realisation Account. 

(7) Discounts received from creditors and allowances made 

by them are credited to the Realisation Account. 

(8) The balance of the Realisation Account will be the 

profit or loss, as the case may be, on realisation, 
and is divided among the partners in the proportion 
in which profits or losses are shared. 

(9) If any partner's account then shows a debit balance, 

the partner concerned must introduce cash to the 
amount of the deficiency, the entries being a debit 
« to Cash and a credit to the partner's Capital Account. 

(10) Finally, the cash balance will exactly equal the totals 

standing to the credit of the partners' accounts, which 
are closed upon payment in the foDowing order :— 

(а) Partners' Loan Accounts. 

(б) Partners' Current Accounts and Partners' 

Capital Accounts. 

The balance of the Realisation Account may be transferred 
to a separate account called the Profit and Loss on Realisation 
Account," which shows the appropriation between the partners. 
Alternatively, the balance may be brought down into a con¬ 
tinuation of the Realisation Account, where the disposal of the 
profit or loss is shown, as in the following example, which 
illustrates the foregoing principles :— 


EXAMPLE. 

A. B. and C. D., trading in partnership, agree to dissolve partnership on 
31st December, 19.., and to liquidate the business. The Balance Sheet on 
that date was as follows :— 


Liabilities. 

Capital Accounts;— 

A.B. 

O.D.. 

Loan, A. B. , 

Sundry Creditors . 


£ 8. d. 

7,488 6 4 
610 6 0 
2,000 0 0 
2,719 6 8 


Assets. 


Cash 

Sundry Debtors . 
Stock 

Plant and Fixtures 
Goodwill 


£ 8. d. 

1,764 10 0 
3,616 4 9 
4,916 8 4 
1,421 12 11 
1,000 0 0 


£12.717 16 0 


£12,717 16 0 


Profits and losses are shared between the two partners in the proportions 
" three-fifths to A, B. and two-fifths to C. D, 



606 PRINCIPLES AND PRACTICE OP BOOK-KEEPING AND ACCOUNTS 


The Sundry Debtors realised £3,204 68., the Stock, £4,116 lOs. 4d.; Plant 
and Fixtures, £1,716 10s. 6d.; and the Goodwill, £350. 

The costs of the liquidation amounted to £47 6s. 8d. 

You are required to show the process of realisation in the books of the firm, 
and the position of the partners as regards the disposal of the balance of cash. 


Dr. REALISATION ACCOUNT. Or. 




£ B. d. 1 




£ s. d. 

To Book Values of— 


1 


By Cash realised— 



Sundry Debtors 


3,616 4 9 


Sundry Debtors 


3,204 6 0 

Stock 


4,916 8 4{ 


Stock 


4,116 10 4 

Plant and Fix- 




Plant and Fix- 



tures . 


1,421 12 11 


tures . 


1,716 10 6 

Goodwill. 


1,000 0 Oi 


Goodwill. 


350 0 0 

.. Cash— 




„ Loss on Realisa- 



Liquidation Costs 

47 6 8! 


tion . 

cjd. 

1,614 6 10 



£11,000 11 8: 


! 


£11,000 11 8 

l o Balance . 

bjd. 

1,614 6 10; 


By Partners’ Capital 





i 


Accounts— 



I 

1 


1 A. D., gths . 


968 11 6 

j 

; 


1 C. D., ^ths . 


646 14 4 

i 

£1,614 6 10 

1 

1 

£1,614 6 10 


Dr. A. D., CAPITAL ACCOUNT. Cr. 




£ 8. d. 

! -- - 



£ 8. d. 

To Realisation A/c.— 




By Balance . 

bid. 

7,488 6 4 

f ths share of loss 


968 11 6 





„ Cash 


6,519 13 10 







£7,488 6 4 




£7,488 6 4 





1 ___ __i 

1 

1 , 


Dr. 


A. D., LOAN ACCOUNT. 


Cr. 




£ 8. d.i 

To Cash 

i 

i 

£2,000 0 01 


I 

I 


By Balance . 



£ s. d. 

2,000 0 0 


Dr. 


C. D., CAPITAL ACCOUNT. 


Cr. 




£ 8. d. 

To Realisation A/c.— 



|ths share of loss 


645 14 4 



£645 14 4 1 


By Balance . 
„ Cash 


bid. 


£ 8. d. 

610 5 0 
135 9 4 


£645 14 4 . 















PARTNERSHIP DISSOLUTION ACCOUNTS 


607 


Dr, 


CASH ACCOUNT. Cr. 


1 

£ 8. d. 




£ 8. d. 

To Balance . 

bid. 

1,764 10 0 


By Creditors 


2,719 6 8 

„ Realisation A/c.— 




„ Liquidation costs 


47 6 8 

Debtors . 


3,204 6 0 


„ Balance . 

eld. 

8,384 4 6 

Stock 


4,116 10 4 





Plant and Fix> 







tures . 


1,716 10 6 





Goodwill. 


360 0 0 







£11,160 16 10 




£11,160 16 10 

To Balance . 

bjd. 

8,384 4 6 


By A. B.f Loan A/c. 


2,000 0 0 

„ G.D., Capital A/c. 

1 

136 9 4 


„ A. B., Capital A/c. j 


6,619 13 10 



£8,619 13 10 


1 

\ 

! 

£8,619 13 10 

[ 


In many cases, the assets are realised piecemeal over a period, 
and \t^hen it is desired to repay the partners' capitals as and 
when the cash is received, this should preferably be done in such 
a way as to reduce the balances on the capital accounts to the 
profit-sharing ratio, those capitals which are greatest in pro¬ 
portion to the profit-sharing ratio participating in the distribution 
before those which are relatively smaller. If this method were 
not adopted, it might result in a partner’s account becoming 
overdrawn when his share of the loss on realisation is debited to 
his account, necessitating a refund by the partner in question if 
the assets did not realise sufficient to repay the capitals in full. 


EXAMPLE. 

The following is tho Balance Sheet of Jones, Smith and Wilson (who share 
profits in the ratio 4; 3 : 1), on 31st March, 1941, on which date they dissolve 
partnership. 

Their capitals are to be repjvid as and when the assets are reaUsod. 


BALANCE SHEET AS AT 31st MARCH, 1941. 


Liabilities. 

Sundry Creditors . 

£ 

2,625 

Assets, 

Freehold Premises . 

£ 

6,000 

Bank Overdraft (Unse- 


Machinery and Plant 

2,000 

cured) 

876 

Stock .... 

6,600 

Capital Accounts— 


Sundry Debtors 

6,000 

Jones 

Smith 

Wilson 

7,000 

3,000 

6,000 



£18,600 

1 

£18,600 
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The assets realised the following amounts, which were immediately dis- 
tributed:— 


1941 

£ 

31st May. 

. 2,000 

31 st July. 

. 1,500 

30th September . . . . , 

. 2,600 

31st October . . . . , 

. 4,000 

31st December . . . . , 

. 6,500 


No further sums could be realised. 

Prepare a statement showing the distribution. 

Notes : (1) The creditors and bank overdraft must be paid before the partners 
receive anything. 

(2) The capitals of Jones and Wilson must be repaid rateably until all are in 
the profit-sharing ratio, when all partners wiU share in that proportion. The 
amounts to pay the respective partners may be ascertained thus:— 



Jones. 

Smith. 

Wilson. 


£ 

£ 

£ 

Capital Accounts . 

7,000 

3,000 

5,000 

Capitals in profit-sharing ratio . 

4,000 

3,000 

1,000 

Excess Capitals 

3,000 


4,000 

Capitals of Jones and Wilson in 




profit-sharing ratio 

3,000 


750 

Excess Capital of Wilson. 



£3,260 


Wilson must therefore be repaid £3,250 before Jones receives anything, and 
Jont s and Wilson must bo repaid £3,000 and £750 (£4,000-£3,250) respectively 
in their profit-sharing ratio of 4:1 before Smith receives anything. Any sub¬ 
sequent instalments will be distributed in the profit-sharing ratio of 4 ; 3 : 1. 


DISTRIBUTION STATEMENT. 

Bank 


Date. 

Total. 

Creditors. 

Over¬ 

Jones. 

Smith. 

Wilson. 




draft. 




1941 

£ 

£ 

£ 

£ 

£ 

£ 

May 31 

2,000 

1,500 

500 




July 31 

1,500 

1,125 

375 




Sept. 30 

2,500 





2,600 

Oct. 31 

4,000 



2,600 


760) 

65<3/ 

Dec. 31 

6,500 



400) 

3,000) 

2,260 

100) 
750 / 

Total payments 

16,600 

2,(>25 

876 

6,000 

2,260 

4,760 

Original amounts due . 

18,600 

2,025 

875 

7,000 

3,000 

6,000 

Amount of loss 

£2,000 

. . 

.. 

1,000 

760 

250 


It will thus be seen that the loss is borne in the profit-sharing ratio, without 
involving any further adjustment of the partners’ Capital Accounts. 
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Conversion or Sale of a Partnership Business to a Limited 
Company. 

The principles upon which the partnership books are closed 
when the business is converted into, or sold to, a limited company 
are similar to those illustrated on pages 605 to 607. The purchase 
price may be payable either wholly in cash or shares, or partly 
in cash and the balance in shares, as may be arranged. The 
shares, etc., are divided between the partners—according to 
agreement—in the manner illustrated in the following example :— 


EXAMPLE. 

A and B are in partnership, sharing profits and losses as to two-thirds and 
one-third respectively. Their Balance Sheet at 30tb September, 19.., on which 
date they have agreed to convert their business into a limited company, is as 
follows :— 

« 

A and B 

BALANCE SHEET, SOrn SEPTEMBER, 19.. 


Liabilities. 

£ 

,1 Assets. 

£ £ 

£ 

Sundry Creditors 
Mortgage on Freehold 


16,000 Cash at Bank and in 
hand . 

3,600 

Premises 

Capital— 

A . . . 

7.600 

6,000 1 Sundry Debtors . 14,000 

Less Reserve . 1,000 

13,000 

li . . . 

7,500 

i Stock 

8,000 



16,000 , Plant and Fixtures . 

Freehold Premises . 

2,600 

8,000 


£36,000 I £36,000 


The company takes over all the assets and liabilities except the mortgage, 
the purchase price being £30,000, payable in cash £12,000, in Debentures £6,000, 
and in fully-paid Ordinary Shares of £l each, £12,000. The firm have to discharge 
the formation expenses, amounting to £240. 

You are required to close A and B'a books after these transactions have been 
carried out, including the discharge of the mortgage, the partners sharing the 
Debentures, Shares, etc., in proportion to their capitals. 


U 
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Or. REALISATION ACCOUNT. Cr. 




£ 8. d. 




£ s. d 

To Sundry Assets 




By Liabilities taken 



as per Balance 




over 


16,000 0 0 

Sheet . 


36,000 0 0 


„ New Company . 


30,000 0 0 

„ Formation Ex- 







jMnses . 


240 0 0 





„ Bi^ce. being 







Profit on 







Realisation . 

cjd. 

9,760 0 0 







^000 0 0 




£45,000 0 0 

To Capital A/c.’s— 




By Balance . 

bid. 

9,760 0 0 

A, two-thirds . 


6,606 13 4 





R, one-third . 


3,263 6 8 





! 

i 


£9,760 0 0 




£9,760 0 0 




_J 

_ __ 


... ___ 


Dr 


A, CAPITAL ACCOUNT. 


Cr. 


r .. ' i 


1 

£ s. d. 




£ s. d. 

T^ 


6,006 13 4 


By Balance . 

bjd. 

7,600 0 0 

„ Dfcbentures 


3,000 0 0 


„ Realisation A/c. 


6,606 13 4 

„ bhares 


6,000 0 0 





j 


£14,006 13 4 


_ 


£14,006 13 4 


Dr. B, CAPITAL ACCOUNT. Cr. 




£ 8. d. 




£ 8. d. 

To Cash 


1.763 6 8 


By Balance . 

b/d. 

7,600 0 0 

„ Debentures 


3,000 0 0 


„ Realisation A/c. 


3,263 6 8 

„ Shares 


6,000 0 0 







£10,753 6 8 




£10,753 6 8 









Dr. 


MORTGAGE ACCOUNT. 


Cr. 


To Cash 

1 

£ 8. d. 

6,000 0 0 


By Balance . 

bid. 

£ 

5,000 

1 

,£0 




_ 






Dr. 


NEW COMPANY. 


Cr. 


( 

To Realisation A/o.. 


£ B. d. 
30,000 0 0 


By Cash 
„ Debentures 
„ Ordinary Shares 


£ s. (L 

12,000 0 0 

6,000 0 0 

12,000 0 0 


i£30,000 0 Oij 


£30,000 0 0 
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Dr. 


DEBENTURES IN NEW COMPANY. 


Cr. 



1 

1 £ 8. d. 


1 ! ! 

! 1 1 

£ 

8. d. 


To New Company . 

6,000 0 0 

j 

By A . . .1 ' 

3,000 

0 0 



i 


„ B . . . j { 

3,000 

0 0 



! £ 6,000 0 0 


; 

£ 6,000 

0 0 

Dr. 

ORDINARY SHARES IN NEW COMPANY. 


Cr. 




£ B. d. 

I 


£ 

8. d. 


To New Company . 


12,000 0 0 


By A . 

6,000 

0 0 





i| 

.. B. . .: i 

6,000 

0 0 




£ 12,000 0 0 

j 


1 i 
' 1 

1 1 

£ 12,000 

0 0 

Dr. 


CASH 

BOOK. 



Cr. 



1 

1 £ 

8 . 

<1-!* 

1 

£ 

B. 

d. 

To New Company . 

j 12,000 

0 

Oi! 

By Repayment of i 





1 


1 

Mortgage . ; 

5,000 

0 

0 


j 




„ Realisation A/c.: ; 





1 


1 


Formation Ex- i 





1 


1 


perises . 

240 

0 

0 


i 




,, Balance . . j cjd. 

6,760 

0 

0 


|£12,000 

0 

0 



£12,000 

0 

_0 

To Balance . 

bjd. 

6,760 

0 

1 

0; 


1 

ByA . . 

6,006 

13 

4 







B . . . 1 

1,753 

6 

8 



£6,760 

0 

li 


i 

£6,760 

0 

0 


! 




J_ 





In some cases the purchasing company does not take over all 
the assets, some being retained by the vendors, and debited to 
their Capital Accounts in closing off the books. The purchasing 
company may agree, for a commission, to coUect the debts due 
to the vendor, and to pay the creditors out of the moneys collected. 
The debtors and creditors must not be transferred to Realisation 
Account (since they are not taken over by the purchasers), but 
can be transferred to a ‘‘ Collection Account ” in the name of 
the purchasers, cash being credited thereto when it is received from 
the debtors or debited thereto when it is paid to the creditors. 

EXAMPLE. 

Y and Z shared profits and losses equally, and on 31st December, 1940, sold 
their business to X. Y. Z., Ltd., which agre^ to take over, on the basis of the 
values shown in the firm’s Balance Sheet at that date, all the assets of the firm 
except debtors, which the company was to collect on the firm’s behalf for a 
commission of 6 per cent. Out of the amounts collected, the company was to 
pay the creditors of the firm, which were not taken over. The following was the 
Balance Sheet of Y and Z at the date of the sale:— 
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BALANCE SHEET AS AT SIst DECEMBER 1940. 


Liabilities. 

£ 

Assets. 

£ 

£ 

Sundry Creditors . 

2,760 

Sundry Assets 

12,000 

Capital Accounts:— 

7,260 

Sundry Debtors . . 6,600 

Less Bad Debts Reserve 250 


Z ... . 

7,260 


5,260 


£17,260 


£17,250 


The purchase consideration was £16,000, payable as to £10,000 in £1 Ordinfiry 
Shares and the balance in 6% Debentures. 

Show the Journal entries necessary to record the above in the books of the 
PLrm and the Company, assuming that the creditors were paid in full on Slst 
March, 1941, that £3,0()() had been collected from debtors to this date, the balance 
(after deduction of commission) being paid to the vendors. The remaining debts 
realised £1,900, which was paid to the vendors (less commission) on 30th June, 
1941. 


Y AND Z JOURNAL. 


1940 
Dec. 31 


»* » 


)» 


»} 


>» 


»> 


fi 


»» 


Realisation Account . . . Dr. \ 

To Sundry Assets . . . . j 

Being sale of assets to X. Y. Z., Ltd. ■ 


X. Y. Z., Ltd. Dr. 

To Realisation Account 
, Being purchase consideration for assets 
I soU to X. Y. Z., Ltd. 

1 _ 

i Realisation Account , . .Dr. 

To Y, Capital Account 
„ Z, „ .... 

Being profit on realisation transferred 
to capital accounts. 


Ordinary Shares in X. Y. Z., Ltd. . Dr. 
Debentures in X. Y. Z., Ltd. . . Dr. 

To X. Y. Z., Ltd. 

Being discharge of purchase considera¬ 
tion hy the issue of 10,000 Ordinary 
Shares of £1 each and £6,000, 5% 
Debentures. 


Sundry Creditors . . . .Dr. 

To X. Y. Z., Ltd., Collection Account . 
Being transfer of creditors to be paid 
by purchasers oiU of moneys collected 
from debtors. 


X. Y. Z., Ltd., CoUeotion Account . Dr. 
Bad Debts Rewrve . . .Dr. 

To Sundry Debtors .... 
„ X.Y. Z., Ltd., Collection Account . 
Being transfer of ddbtors to be collected 
by purchasers. 


;t i 

:! £ i £ 

ij 12,000 1 

I 12,000 


16,000 

15,000 


3,000 

1,500 

1,500 


10,000 i 
5,000 

15,000 


2,750 j 

! 2,760 


6,500 

260 

5,600 

250 
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Y AND Z JOURNALr-H^nimwed. 


1941 
Mar. 31 


June 30 


Cash ...... Dr. 

Commission Account . . , Dr. 

To X. Y. Z., Ltd., Collection Account . 
Being cash received from X. Y, Z., i 
Ltd., for debts coUecied, less dis- | 
bursemenis : — £ 1 


Cash from Debtors . 


3,000 : 

T^ess Commissio7i 

£ 

1 

@ b per cent. . 

150 

1 

Creditors paid . 

2,760 

1 



2,900 

Cash remitted 


£100; 

Cash .... 


Dr. ! 

Commission Account 


Dr. ! 

To X. Y. Z-, Ltd., Collection Account . 


Being cash collected from debtors, less 
5 % commission. 


»» 


»♦ 


Y, Capital Account . . . Dr. 

Z, „ „ ... Dr. 

To X. Y. Z., Collection Account . 

„ Commission Account 

Being commission and loss on debtors 
transferred to Capitcd Accounts. 


Y, Capital Account . . .Dr 

Z, >» »> ... Dr 

To Ordinary Shares in X. Y. Z., Ltd. 

„ Debentures in X. Y. Z., Ltd.. 

,, Cash. 

Being distribution of Shares, Deben 
tures and Cash. 


£ 8.1 £ 

100 I 

160 j 

260 



1,900 


297 10 
297 10 

360 

246 


8,462 10; 

8,462 10 

; 10,000 

i 6,000 

1,905 


Note. —As X and Y share prolits and capital equally, the shares and deben¬ 
tures in X. Y. Ltd., and the balance of uosh (£1,905), will be divided equally 
between the partners. 


X. Y. Z., LTD., JOURNAL. 


1940 

1 


£ 

Deo. 31 

Sundry Assets . . , Dr. 

i 

12,000 


Qood\^ Account. . . .Dr. 

1 

3,000 


To Y and Z. 




Being assets acquired from Y and Z. 



• « t* 

Y and Z.Dr. 


16,000 


To Ordinary Share Capital Account 
„ 6% Debentures Account 




Being 10,000 £1 Ordinary Shares and 
£5,000 6% Debentures issued in 
payment of the above assets. 


11 

li 


£ 

16,000 

10,000 

6,000 
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X. Y. Z., LTD., JOURNAIr-i»n/tnwe(i. 


1941 i 

Mar. 31 I Cash ...... Dr. i 

To Y and Z (Collection Account). . ; 

Being cash collected from debtors of 
1 Y and Z. | 


„ „ Y and Z (Collection Account). . Dr. 

To Cash. 

I „ Commission Account 
I Being 'payment of Y and Z*s creditors 
i and of the balance due to Y and Z 

less 5% commission on debts collected. 

June 30 Cash. Dr. 

To Y and Z (Collection Account). 

Being cash collected from Y and Z's 
debtors. 


„ „ I Y and Z (Collection Account). . Dr. 

i To Cash. 

; „ Commission Account 

Being cash collected from debtors paid 
' to Y and Z less 5% commission. 


£ 

3,000 I 


3.000 


£ 

3,000 

2,860 

160 


1,900 


1,900 


1,900 


1,806 

96 


THE RULE IN GARNER v. MURRAY 

This rule applies on the dissolution of a partnership, when 
the capital account of a partner shows a debit balance after his 
share of any profit or loss on realisation has been included in his 
account, and he cannot make good the whole or part of the 
deficiency. It was decided in the case of Oarner v. Murray, 1904, 
that in such circumstances, and in the absence of any agreement 
to the contrary, this deficiency must be shared by the remaining 
partners in proportion to their last agreed capitals and not in the 
proportion in which they share profits and losses. 

The effect of this decision is to distinguish between a loss due 
to trading or realisation, and one due to the inability of a partner 
to make good a debit balance on his account. The loss caused 
by the default of a partner must be borne by the ' remaining 
partners in proportion to tbeir last agreed capitals, whereas a 
loss on trading or realisation must be borne by all the partners 
(i.e., including the insolvent partner) in the proportions in which 
they share profits and losses. If the capital accounts of the 
solvent partners have remained fixed throughout the existence of 
the partnership, the original capitals of the solvent partners will 
be used as the basis for the division of the insolvent partner's 
deficiency, but if the original capitals have been varied periodically 
by express or implied agreement the capital balances shown to 
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the credit of the solvent partners at the end of the last accounting 
period before dissolution will be utilised as the basis. It is con¬ 
tended by the leading authorities that current account balances 
should be ignored in this connection. 

In theory, the solvent partners should pay cash into the firm 
in respect of their shares of the loss on realisation, but as this 
merely increases the amount due to them it is usually omitted 
in practice, the net amount due to the partners being repaid. 

EXAMPLE. 

A, Bf and C, equal partners, dissolved partnership on the Slst December, 
when their Balance Sheet showed the following position ;— 

BALANCE SHEET. 


Liabilities. 

£ 

Assets. 


£ 

Sundry Creditors 

1,000 

Land and Buildings 


1,000 

A —Loan .... 

600 

Plant and Machinery 


800 

Partners’ Capitals— 


Stock .... 


1,060 

. 

2,200 

Sundry Debtors 


2,100 

B . 

1,800 

Cash at Bank 


350 


Capital A/c— G 


200 


£6,600 

\ 


£6,600 

The Assets realised the following amounts:— 

£ 


(a) Book Debts . 



2,000 


(b) Stock . 

, 


750 


(c) Plant and Machinery 

, 


660 


{d) Land and Buildings 

. 


1,100 



The costs of realisation amounted to £160, and the creditors were discharged, 
less 2J% discount, C was unable to contribute anything towards his ultimate 
deficiency. 

Give the entries necessary to close the books of the firm. 


Dr. 


REALISATION ACCOUNT. 

Cr. 



£ 8. d.j 

i 1 

£ 8. d. 

To Sundry Assets 


4,960 0 0 

I By Cash (Realisation 



„ Costs of Realisa- 

i 


! of Assets) . 


o 

o 

tion , 


150 0 0 

1 „ Discounts on Lia- 






; bilities 


26 0 0 


! 


„ Balance, being Loss 


1 




on Realisation . 

c/d 

676 0 0 



£6,100 0 0 



l£6,100 0 0 

To Balance 

bid. 

576 0 0 

By Transfer to Capital 


i 

1 




Accounts— 





i 

A, one-third . 


191 13 4 



' 

By one-third . 


191 13 4 




Cy one-third . 


191 13 4 



£676 0 0 



£576 0 0 





1 
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Dr, 


CASH BOOK. Cr. 



■' 



1 




£ 8. d. 




£ 8. d. 

To Balance . 

bjd. 

350 0 0 


By Sundry Creditors 


976 0 0 

„ Sundry Assets . 


4,600 0 0 


„ Costs of Realisa- 







tion 


160 0 0 





„ A —Loan repaid 


500 0 0 





„ Balance . 

cjd. 

3,226 0 0 



£4,860 0 0 




£4,860 0 0 

To Balance . 

hid. 

3,226 0 0 


By A, Capital A/c. . 


1,792 18 4 





„ 5, Capital A/c. . 


1,432 1 8 



£3,226 0 0 




£3,226 0 0 


The capital ratio in Oarner v. Murray refers to the credit 
balances on partners’ accounts, thus if a solvent partner’s account 
is in debit (before charging him with his share of the loss on 
realisation) he will not be required to contribute towards the 
deficiency of an insolvent partner, but he will be liable to make 
good the final amount to the debit of his own account. 

ElUott V. EUiott. 

The rule in the case of Elliott v. Elliott, 1911 (see page 209), 
may be reconsidered at this point. It should be noted that the 
decision will only apply in the absence of agreement to the 
contrary, and where the remaining partners agree to buy the 
share of the retired or deceased partner, and not to pay for the 
share immediately, since in the latter case the question of any 
amount owing to the retired or deceased partner cannot arise. 

BANKRUPTCY 

Traders and persons who are unable to meet their liabilities 
are said to be “ insolvent,” but before such persons can be made 
“ bankrupt ” they must have committed an “ Act of Bank¬ 
ruptcy.” This is an act or default on the part of a debtor which 
is deemed to be evidence of his insolvency. The various acts 
of bankruptcy are given in Section 1 of the Bankruptcy Act, 
1914, and arise if a debtor does any of the following :— 

(1) Makes a conveyance or assignment of his property 

to a trustee for the benefit of his creditors generally ; 

(2) Makes a fraudulent conveyance, gift, delivery, or 

transfer of his property or any part thereof ; 

(3) Makes any conveyance or transfer of his property or 

any part thereof, or creates any charge thereon 
which would be void as a fraudulent preference if 
he were adjudged bankrupt; 

u* 
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(4) Departs out of England, or being out, remains out, or 

departs from his dwelling-house, absents himself, 
or begins to keep house with intent to defeat or 
delay his creditors ; 

(5) Permits execution to be levied against him, and allows 

the goods to be sold or held by the Sheriff for 
twenty-one days ; 

(6) Files a declaration of his inability to pay his debts, 

or files a petition against himself ; 

(7) Fails to comply with a bankruptcy notice served 

upon him ; 

(8) Gives notice to any of his creditors that he has sus¬ 

pended, or is about to suspend, payment of his debts. 

A petition in Bankruptcy, praying that the debtor be 
adjudged bankrupt, must be presented to the Court having 
jiuisdiction, within three months after the date of the act of 
banltruptcy which forms the basis of the petition, but a creditor 
or creditors cannot petition unless the amount of the debt owing 
to h m or them exceeds £50. 

A^tjr the petition has been heard by the Court and the facts 
have been proved to its satisfaction, the Court makes a Receiving 
Order against the debtor, under which the Official Receiver 
tak< s over all the debtor's property; all legal proceedings 
against the debtor or his property are automatically stayed. 

The debtor is required to file with the Official Receiver a 
“ Statement of Affairs ” in the prescribed form, and the Official 
Receiver then convenes a meeting of the creditors to decide— 

(a) Whether the debtor shall be adjudicated bankrupt; or 

(b) Whether any proposal which may be made by the 

debtor for the settlement of his indebtedness or 
the payment of a composition shall be accepted. 

In the latter case, the proposal must be submitted to the 
Court for approval, and if it is sanctioned, the Receiving Order is 
annulled. Where the debtor is adjudicated bankrupt, his property 
is administered by a “ Trustee in Bankruptcy.” Usually, the 
Official Receiver is appointed “ trustee ” in the first instance, but, 
subject to the approval of the Court, the creditors may appoint 
some other person. A “ Committee of Inspection ” is customarily 
appointed by the creditors to supervise the realisation and distri¬ 
bution of the debtor’s property by the trustee. 

The object of the bankruptcy procedure is twofold— 

(1) To divide the debtor’s property fairly and equitably 

amongst his creditors ; and 

(2) To relieve the debtor from the excess of his liabilities 

over his assets. ' 
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After adjudication as a bankrupt, the debtor must attend a 
public examination before the Court and answer such questions 
as are put to him as to his affairs and the causes of his failure. 
After his property has been realised and distributed amongst 
his creditors, the debtor may apply for his “ Discharge,'' which 
releases him from further liability for past debts (with a few 
exceptions), and enables him to make a fresh start. The Court 
may grant the discharge immediately or subject to certain 
conditions, or suspend it for a period, or refuse it altogether. 
Suspension or refusal occur only when the debtor has been 
guilty of certain offences. It is provided by Section 7 of the 
Bankruptcy (Amendment) Act, 1926, that any person who is 
adjudicated bankrupt shall be guilty of a misdemeanour and be 
liable to imprisonment if, having been engaged in trade or busi¬ 
ness during the two preceding years, he has failed to keep and 
preserve proper books of account throughout such period of two 
years. No liability will be incurred where, in the case of a first 
bankruptcy, the unsecured liabilities do not exceed £500 ; or in 
a second bankruptcy the liabilities do not exceed £100 ; or in 
any case when the omission is honest and excusable. 

For the purposes of the above section, the term “ proper 
books of accoxmt " is defined as “ such books and accounts as 
are necessary to exhibit or explain his transactions and financial 
position in his trade or business, including a book or books con¬ 
taining entries from day to day in sufficient detail of all cash 
received and cash paid, and, where the trade or business has 
involved dealings in goods, statements of annual stocktakings, 
and (except in the case of goods sold by way of retail trade to 
the actual consumer) accounts of all goods sold and purchased 
showing the buyers and sellers thereof in sufficient detail to 
enable the goods and the buyers and sellers thereof to be 
identified." 


Statement of Affairs. 

This statement—which must be in the prescribed form— 
contains a summary of the debtor's total liabilities and assets. 
The various classes of creditors are differentiated : unsecured, 
secured, partly secured, and preferential creditors are shown 
separately, whilst the assets are shown at their estimated realisable 
values. This statement is supported by Schedules marked A to J 
successively, containing detailed lists of the different classes of 
creditors and of the debtor's property. A Deficiency Account 
(K) is also attached showing on the left-hand side the excess 
(if any) of the debtor's assets over his liabilities at a given date, 
and particulars of his trading profits and other income during 
the intervening period, and showing on the credit side the excess 
(if any) of the debtor’s liabilities over his assets at the given date 



620 PRINCIPLES AND PRACTICE OP BOOK-KEEPING AND ACCOUNTS 


and the amount of his drawings, trading losses and estimated 
losses on realisation of his assets. The balance of the Deficiency 
Account—surplus or deficiency, as the case may be—must agree 
with the balance of the Statement of Affairs. 

A deficiency of assets appears on the right-hand side of the 
Statement of Affairs and on the left-hand side of the Deficiency 
Account, whereas a surplus of assets appears in the converse 
manner. 

The Statement of Affairs shows the estimated financial 
position of the debtor while the Deficiency Account explains 
how he has arrived in that position. 

If necessary, the debtor may obtain professional assistance in 
the compilation of the Statement of Affairs and the Deficiency 
Account. 


Prcfeiential Creditors. 

lendlord is entitled to distrain, i.e., seize the property of 
his debtor for rent owing, either before or after the commence¬ 
ment of the bankruptcy; but if he distrains after the oom- 
mericocuont, he may retain only six months’ rent accrued prior 
to the a^ljudication of the debtor. If the landlord distrains 
more than three months prior to the date of the Receiving Order, 
the distress is good for the whole amount due; but where he 
distrains within three months prior to the date of the Receiving 
Order, the claims of the preferential creditors must be met out 
of the proceeds of the realisation of the debtor’s property. In 
the latter case, however, the landlord is entitled to stand in the 
place of the persons to whom payment has been made; i.e., he 
is “ subrogated ” to their rights. 

The following are preferential payments which all rank 
equally between themselves :— 

(1) Rates due and payable within the twelve months prior 

to the date of the Receiving Order, and aU. assessed 
taxes, land tax, ]property or income tax assessed up 
to 6th April prior to the date of the Receiving 
Order, but not exceeding one year’s assessment. 

(2) Wages or salaries of clerks or servants for services 

rendered during the preceding four months, not 
exceeding £60. The Bankruptcy (Amendment) Act, 
1926, definitely declares that this priority shall apply 
to wages, etc., earned wholly or in part by way of 
commission. 
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(3) Wages of workmen for not more than two months, 

not exceeding £26. 

(4) Compensation due to an employee under the Work¬ 

men's Compensation Acts. 

(6) Employer's contributions under the National Health 
Insurance Acts, 1911 to 1921, and Unemployment 
Insurance Act, 1921. 

The statutory provisions governing preferential payments 
are contained in Sections 33-35 of the Bankruptcy Act, 1914. 

Deferred Creditors. 

Certain classes of creditors are, by statute, unable to recover any¬ 
thing from the bankrupt's estate until the whole of the unsecured 
creditors have been paid in full. These classes include :— 

(1) Creditors who have advanced money to a bankrupt 

or insolvent debtor in return for a rate of interest 
% varying with the profits. (Section 3 of the Partner¬ 
ship Act, 1890.) 

(2) The vendor of the goodwill of a business who is to 

receive as consideration a share in the profits of the 
business. (Section 3 of the Partnership Act, 1890.) 

(3) A wife who has advanced money to her husband for 

use in his business or trade, and, similarly, debts 
owing to a husband who has advanced money to 
his T^e for use in her separate business or trade. 
(Section 36 of the Bankruptcy Act, 1914). 

EXAMPLE. 

Albert Trustall commenced business on Ist January, 1936, with a Capital 
of £33,600. His profits for the years 1936 to 1940 were £4,000, £3,200, £1,800, 
£1,400, and £400, respectively; and his drawings averaged £2,200 per annum. 
On 31st December, 1940, a Receiving Older was made against him, v hen his 


affairs were as follows :— 

£ 

Unsecured Creditors. 20,000 

Mortgage on Freehold Factory.4,000 

Creditors partly secured.12,000 

(Security, Life Policies estimated to be worth £4.000.) 

Creditors for Salaries and Wages (Preferential) . . 480 

Bills Receivable, discounted and expected to rank . . 3,200 

Freehold Factory, cost £40,000; estimated to realise . 20,000 

Plant and Machinenr, cost £8,000; estimated to realise . 2,000 

Book Debts, good, &,000 ; doubtful, £2,000, estimated to 

realise £600; bad, £5,000 . 

Fixtures and Fittings, cost £800; estimated to realise . 350 

Stock-in-Trade, cost £8,000; estimated to realise . . 5,660 

Cash in hand.80 


From the above particulars prepare Statement of Affairs and Deficiency 
Account in statutory form. 
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TFIB BANKRUPTCY ACT, 1914. 


STATEMENT OF AFFAIRS. 

In the High Court of Justice 

SanKruptc? No. 85i of mo 

Re Albert TrustaU 

To THE DEBTOR.-—You are required to fill up, carefully and accurately, this Sheet, and such of the several Sheeta A, B, 
0, D, B, F, Q, H, I, J, and K, 0) as are applicable showing the state of your affairs on the day on which the Receiv¬ 
ing Order was made against you, viz., the 3tst day of December^ l^^O. 

Such Sheets, when filled up, constitute your Statement of Affairs, and must be verified by Oath or Declaration 


(a) High Court of Justice 

Of the Oounty Court of-, 

holden at-. 


Gross 

LIABILITIES 


Expected 

ASSETS 


Estimated 

Liabilities. 

(as stated and estimated by Debtor), 

Rank. 

(as stated and estimated by Debtor). 

Produce. 

£ 



£ 



£ 


Unsecured Creditors, as per list (A) 

iofioo 

Property, as per list (H), viz.:— 





£ 


(a) Gash at Bankers .. 




Citeditcr& fully secured, as per 



(h) Cash in hand 


80 


(B). 

14m) 


(e) Oash deposited with Solicitor for 



E;^tiinated ^aluc of securities .. 

2{)y0il0 


costa of Petition 

.. 






(d) Stock in Trade (cost iSfiOO) 

5,560 


Si rpliis. 

WyOOO 


(e) Machinery (book valuoy £8,000) .. 

i,000 


Let'} az»>"'ont Lhereof canded to 



(/) Trade fixtures, fittings, utensils, 



?.leet 0 



4tc. (book value, £800) . 

.. 

S50 





(a) FarmiM stock 

.. 



BaUc je thereof to contra 

16y000 


1 (h) Growing crops and tenant right .. 






(0 Furniture. 




’'tors 0 itily secured, as per 

£ 


(j) LlfePoUcies. 

.. 


ii,m 

. 

ISyOOO 


(*) Stocks and Shares .. 




ostiirated vilue ot securitleB 

UfOO 


(1) Reversionary 01 other interests 




— 

SfiOO 

under Wills 




LoAbilititst on bills discounted 



(m) Other property, viz.:— 




oil er than debtor’s own 







aix^eptanccs for value, as per 







list (D), viz. 







On a'xommodation bills, 







as drawer, acceptor, or 



Total as per list <,H) 


7,080 


Indorser. 

£ 





3,m 

On other bills, as drawer or 



Book debts, as per list (I), viz, 




Indorser. 

CSytOO 


Good . 

•• 

6,000 






£ 




— 


Doubtful . 

f,00() 

\ 


Of which It is expected will rank 


Bad . 

5,000 



against the estate for dividend .. 

5^00 





Contingent or other liabilities as 



£ 

7,000 



per list (B). 

£ _ 



— 



Of which it is ex|)ected will rank 






against the estate for dividend.. 

nU 








Estimated to produce .. 

,, 

600 


Creditors for rent, dtc., recover- 

£ 


Bills of Exchange or other similar 




able by distress as per list (F) 



securities, on band, as per list 







^timated to pr^uce .. ' .. 

£ 



Creditors for rates, taxes, wages. 



Surplus from sebuiities in the hands of 



&C., payable in full, as per 



creditors fully secured (per contra) 


m 

Hat (G) . 


\ 

(Freehold Factory) .. 

•• 

16,000 


Sheriff’s chargee payable under 





S0,680 


sec. 41 of the Act, estimated at 



Deduct creditors for distrainable rent, and 





\ 

for preferential rates, taxes, wages, 



Deducted contra .. .. % 

m 

1 

Sheriff’s charges, etc. (per contra) .. 

bSO 




[ 


£ 

SO,100 


O-O Surplus explained In statemout (K).. 


(2) Defidenoy explained in statement (E) 

1,100 



* 

SU300 


1 

si,m 


Sheet ** L *' should be substituted lor any one or jxu>i% of the sheets named as will have to be returned blank. 
9 Strike out which words do not apply. 
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K 

DEFICIENCY (OR SURPLUS) ACCOUNT. 



£ 

£ 


£ 

£ 

Excess of assets over liabilities on the (’) 



Excess of liabilities over assets on the (^) 



First day of January 10S6 (If any) 


ssfim 

day of 19 (If any) .. 



Net profit (if any) arising from carrying 


Net loss (if any) arising from carrying 



on busiinefls from the (D First day of 



on business from the C) day of 



January 1936', to date of Receiving 
Order, after deducting usual trade 



19 to date of Receiving 





Order, after charging against profits the 



expenses. For tht year 19.iH .. 

11 


usual trade expenses. 



J937 .. 


Bad debts (if any) as per Schedule " I 


6,466 

ms ., 

1,800 

7,460 


Depreciation of Stock-in-Trade .. 


£,456 

1939 .. 


Depreciation of Machinery and Plant .. 


6,660 

mo .. 

uoo 


Depreciation of Trade Figures, Fittings, 





10,800 

Aa. ... 


456 

£6,666 

Income or profit from other sources (if any) 


Depreciation of Freehold Factory .. 


since the (^) day of 



EjTJenses incurred since the (*) First day 



19 . 



of January 19.6;, other than usual trade 



Gifts from Relations and others .. 



expenses, viz., household and personal 1 


Private Life Policies brought in .. 


tt,m 

expenses of seif and (3) two children .. ^ 

11,000 

(3) Deficiency as per statement of affairs .. 


1,100 

(4) Other losses and expenses (if any) .. ; 
Estimated loss on Bills Receivable discounted ' 

SftOO 




(9) Surplus as per statement of affairs .. , 

Total amoiyit to be accounted for 

(«)£ 

I 46,566 

Total amount accounted for .. 

(«) £| 46,566 


NoTRS.—(1) This date should be 12 months before date of 
Receiving Order, or such other time as 
OflBclal Receiver may have fixed. 

(^) This Schedule must show when debts were 
contracted. 

(3) Add “ wife and children ” (if any), stating 
number of latter. 


Signature AWert Trustall, 

Dated Ikih January^ 1941. 

(*) Here add particulars of other losses or expenses (if 
any), including liabilities (if any), for which no 
’ consideration received. 

( ) Strike out words which do not apply. 

(8) These figures should agree. 


It will be observed in note (1) above, that the excess of assets 
over liabilities (or vice versa) shown in the Deficiency Account 
should be on a date twelve months prior to the date of the 
Receiving Order, or such other time as may be fixed by the 
Official Receiver. In working the above example it has been 
assumed that the Official Receiver fixed 1st January, 1936, as the 
appropriate date. If this were not the case, the Deficiency 
Account (in skeleton form) would appear as follows :— 


OEFICnENCY ACCOUNT. 


Excess of Assets over Liabilities on 
Ist January, 1940 

Net Profit for the Year to date of the 
Receiving Order .... 
Life Policies ..... 
Deficiency per Statement of Affairs . 


£ 

i 

£ 


Bad Debts. 

6,400 

35,200 i 

Depreciation :— 



Stock. 

2,460 

400 ! 

Machinery and Plant . 

6,000 

4,000 ; 

Fixtures and Fittings . 

450 

1,100 1 

Freehold Factory 

20,000 


Drawings for tl\e Year to date of the 

i 


Receiving Order . 

2,200 


Loss on Bills Discounted . 

3,200 



£40,700 
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The excess of assets over liabilities on 1st January, 1940, is ascertained as 
follows;— 

£ 

Capital on Ist January, 1936 ...... 33,600 

Add Profits for four years to 31»t December, 1940 . . 10,400 

44,000 

Less Drawings for four years @ £2,200 per annum . . 8,800 

Capital on 1st January, 1940 . 

When answering examination questions requiring the prepara¬ 
tion of a Statement of Affairs, an abbreviation of the official 
form may be adopted. For example, the Statement of Affairs 
on page 622 would be presented in the following form. 

ALBERT TRUSTALL. Slst December, 1940. 

STATEMENT OF AFFAIRS. 


Gross 

Liabilities, 

1 

1 Liabilities. 

1 

Expected 
to Rank. 

Assets. 

Estimated 

to 

Produce. 


Ciisociired Creditors 

£ 

Fully Secured 
Creditors . 4,000 

Lest Sjourity . 20,000 

Surplus contra £16,000 

Partly Secured 
Creditors , 12,000 

LfM Security . 4,000 

£ ' 

20,000 

Sundry Assets— 

Cash at Bank . 

Cash in Hand . 

Stock in Trade (£8,000) 
Plant and Machinery 
(£8,000) 

Fixtures and Fittings 
(£800) , 

£ 

80 

5,550 

2,000 

350 

12,000 

8,000 

3,200 

Book Debts— £ 

Good 

Doubtful . 2,000 

Bad . . 5,000 

7,980 

6,000 

1 

3,200 

Liabilities on Bills Re¬ 
ceivable Discounted . 

Other Contingent Lia¬ 
bilities 

Creditors for Rent 

Preferential Credi¬ 
tors . . £480 



£7,000 

600 



Bills of Exchange 

480 


Surplus from Fully 
Secured Creditors 

14,580 

16,000 




Deduct Preferential 
Creditors 

.30,580 

480 




Deficiency . 

30,100 

1,100 

£39,680 


£31,200 


£31,200 







Similarly, the Deficiency Account may be presented, for 
examination purposes, in a similar form to that shown at the 
foot of page 623. 
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The Duties of the Trustee in Bankruptcy. 

After the trustee has been appointed, his duty is to realise 
the debtor's assets and to apply them in satisfaction of the 
debtor's liabilities in the following order :— 

(1) Court Fees and expenses. 

(2) Maintenance allowance (if any) to the debtor. 

(3) Trustee’s expenses and remuneration. 

(4) Preferential creditors. 

(6) Unsecured creditors. 

(6) Deferred creditors. 

(7) Surplus (if any) to the debtor. 

Secured creditors, of course, are paid out of the moneys 
realised from their securities. Partly-secured creditors rank 
as unsecured creditors for that portion of the debt in excess of 
the Maine of the security. 

The books to be kept by a trustee include :— 

(1) A Record Book, giving a record of the proceedings 

throughout the bankruptcy. 

(2) A Cash Book, showing all receipts and payments. 

(3) A Trading Account, where a business is carried on, 

showing a distinct account of the trading. 

The Trading Account and Cash Book must be audit-ed 
periodically by the committee of inspection and the Board o 
Trade. 

When the realisation and distribution of the debtor’s assets 
are completed, a Realisation Account in the prescribed form is 
sent to all the creditors. The trustee’s remuneration, as fixed by 
the creditors or the committee, usually takes the form of a per¬ 
centage on the assets realised after deducting any sums paid to 
secured creditors out of the proceeds of their securities and a 
further percentage on the assets distributed to the unsecured 
creditors. Cash in hand or at bank would not be included in 
the total amount realised for the purpose of this calculation. 
The trustee is then entitled to apply to the Board of Trade for 
his release, which discharges him from further responsibility in 
connection with the debtor’s estate. 

A specimen of a trustee’s Summary of Receipts and Payments 
is shown on page 626. 
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THE BANKRUPTCY ACT, 1914 
In the High Court of Justice 

3n ®anhruptc» No. Sni of 1940. 

Re Albert Trustall 

Dr. TRUSTEE’S FINAL SUMMARY OP RECEIPTS AND PAYMENTS. Cr. 


To Total Receipts from j 
tlate of Receiving j 
Order, viz.:— 

CesJi transferred j 
by deV»tor , i 
Stock-in-Irade . 
Machinerv . | 
Trade | 

Book r'jbtb . j 
Freehold I'actory ' 
surplus ^Tom I 
eecoied creditors! 
Receip'i-. pv fTiiii- j 
ingA/c. , 

Ottter receipts . , 

Total. 

Less: ^ 

Deposit returned ' 
to Petitioner . 
Payments to re¬ 
deem securities 
Cost of erecution 
Payments per 
Trading A/c. . 


Net Realisations 


Estimated 
to produce 

per Receipts. 
Debtor’s 
Statement. 

£ £ s. djj 


' |l 

80 80 0 0 i| 

5,660 6,800 0 0 II 

2,000 2,600 0 01! 

350 320 0 0 i 

6,600 6,800 0 0 

16,000 16,000 0 0 I 


£30^580 J 31,600 0 0:| 


31,600 0 0 


£31,600 0 0 I 


Payments. 


£ 8. d. 

By Board of Trade and Court Fees, 
including stamp of £6 on petition 11 0 0 
£ 

Law costs of petition . 11 

Other law costs . . 66 

67 0 0 

Trustees’ Remuneration as 
fixed by the Court, 
viz.:— 

2% on £31,420 assets £ s. d. 

realised . . 628 8 0 

1% on £29,600 as¬ 
sets distributed in 
dividend . . 1295 0 0 

923 8 0 

Special manager’s charges 
Person appointed to assist debtor 
under sec. 74 . 

Auctioneer’s charges as taxed 
Other taxed costs 
Costs of possession 

Costs of notices in Gazett-e . . 4 8 0 

Incidental Outlay , . . 6 4 0 

Total cost of realisation . . 1,012 0 0 

Allowance to debtor . . 608 0 0 

£ 

Creditors 

Preferential. . 480 

Unsecured— 

Dividend now de¬ 
clared of 98.8d. in 
the £ on £3O,OO0 14,600 

Dividends pre¬ 
viously declared 
@ lOs. in £ . 16,000 

N.B.—The debtors’ esti¬ 
mate of amount expected 
to rank for dividend was 
£31,200 . 

- 29,980 0 0 

Balance ..... 

£31,600 0 0 
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DEEDS OF ARRANGEMENT 

Insolvent traders sometimes endeavour to make private 
arrangements with their creditors, and, usually, such arrange¬ 
ments are formally expressed in a Trust Deed under which the 
debtor’s property is transferred to a trustee to be held and 
managed for the benefit of his creditors. As a general rule, the 
trustee appointed is a professional accountant, and the principal 
creditors, the trustee, and the debtor are parties to the deed. 
Creditors who do not sign the deed may give a written assent 
to its provisions. 

The main reason for such an .arrangement is to avoid the 
expense, publicity, and other disadvantages of bankruptcy 
proceedings. The Administration of Justice Act, 1925, provides 
that, to be effective, the deed must be registered with the Registrar 
appointed f)y the Board of Trade for the purpose, within seven 
days of its execution, and be signed or assented to by a majority 
in number and value of the creditors, within twenty-one days of 
registration. 

Only those creditors who assent to the deed are bound by 
it, and, as such a deed is an “ Act of Bankruptcy,” any creditor 
who has not assented to the Deed and whose debt exceeds £50 
may present a petition in bankruptcy against the debtor. If a 
Receiving Order is subsequently made, the deed becomes void, 
and the trustee under the deed must hand over to the trustee 
in bankruptcy all moneys, etc., received on account of the 
debtor’s estate. 

The usual practice when a Deed of Arrangement is to be 
drawn up is to prepare a Statement of Affairs showing the 
debtor’s position, on similar lines to a Statement of Affairs in 
Bankruptcy, and to submit it, with an outline of the proposed 
composition scheme, to the principal creditors. Negotiations 
may then ensue, and the scheme may be modified to meet the 
creditors’ views. Subsequently, a private meeting of all the 
creditors is convened, and the scheme is submitted for their 
approval, after which the Trust Deed is executed and the trustee 
takes charge of the debtor’s assets. 

More generally, deeds of arrangement are entered into when 
there is some prospect of successfully re-establishing the business 
on a soimder basis, and, in some cases, a committee of the 
principal creditors supervises the management of the business 
until the composition scheme outlined in the deed has been 
completed. Moreover, private schemes of this nature often 
result in larger distributions to the creditors than would be 
made in bankruptcy, and, even where the business is to be 
wholly discontinued, it is sometimes more advantageous to 
wind up the estate privately than to initiate bankruptcy 
proceedings, as relatives and friends may be induced to assist the 
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debtor (or to forgo their own claims against him), in order that 
the stigma of bankruptcy shall not attach to him. 

The following example illustrates the adjustments required 
in the books of a partnership, consequent upon the adoption and 
completion of a scheme of arrangement. 


EXAMPLE. 

X, r, and -Z are in partnership, and share profits and losses equally. On 
31st March, having suffered losses, they called their creditors together and 
offered them lOs. in the £, which was accepted. The following is the Statement 
presented to the meeting:— 


Liabilities. 


Sundry Creditors ; - 

JL 

On Open Accounts 

6,000 

On Bills of Exchange . 

3,000 

The 0. P. Q. Bank, Ltd. . 

1,000 

rVeditors (secured by assignment 


of two ^ok debts of £350 and 


£250' . 

600 


£10,600 


Assets. 



£ 

£ 

Cash in hand 

Sundry Debtors— 


20 

(unassigned) 

3,000 


Do. (assigned) 

600 


— 

3,600 

Stock-in-Trade . 


3,380 

Furniture, Fixtures, etc. 


200 

Machinery and Plant . 
Capital Accounts over- 


1,800 

arawn— 



X . . . 

800 


Y . . . 

600 


Z . . . 

200 

1,600 



£10,600 


The partners had no other property. The assets realised:—Sundry Debtors 
(unassigned), £2,600; Book Debts (assigned), £570; Stock, £2,900; Furniture, 
Fixtureo, etc., £120 ; and Machinery and Plant, £1,500. The costs of realisation 
amounted to £390. Prepare accounts showing the realisation and the position 
of the partners after the realisation and distribution to creditors had been carried 
out. 


Books of X, Y, and Z. 

Dr. ASSIGNED BOOK DEBTS ACCOUNT. Or. 





£ 




£ 

1 To Sundry Debtors . 


600 


By Sundry Secured 








Creditors . 


670 






„ Loss on Realisation 


30 




£600 




£600 

Dr. 

SECURED CREDITORS’ 

ACCOUNT. 

Of. 




£ 




£ 

i 

To Proceeds of As- 




By Balance 

b/d. 

500 


signed Book Debts 


670 


„ Cash 


70 

i 



£670 




^70 
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Dr. REALISATION ACCOUNT. Cr. 




£ 


i 

1 £ 

To Book Value of 



By Cash Realised— 

j 

Sundry Assets— 


1 

Debtors, 

2,600 

Debtors . 


3,000 

Stook-in-Trade 

2,900 

Stock-in-Trade 


3,380 

Furniture, Fix- 


Furniture, Fix- 



tures, etc. . 

120 

tures, etc. . 


200 

Machinery and 


Machinery and 


1,800 

Plant . 

1,600 

Plant . 


„ Balance, being 


„ Loss on Assigned 



Loss on Realis- 


Book Debts . 


30 

ation 

cjd. 1,680 

„ Expenses of 




Realisation 


390! 

1 ! 

1 

1 ! 




£8,8001 


£8,800 

To Balance 

bid. 

1,680 

By Capital Accounts— 




X . . . 

1 560 



1 1 

, Y . . . 

1 i 660 




Z . . . 

1 ! 660 

i 1 

n 


£1,680j 

_ 


! '£1,680 

i i 


Dr. CASH ACCOUNT. Cr. 




£ 8. d. 

! i 

j 1 

£ 8. d. 

To Balance 

bid. 

20 0 0 ! 

1 By Expenses of realis- i 


„ Realisation A/c.— 


1 

! ation . . 1 

390 0 0 

Debtors . 


2,600 0 0 ! 

i „ Sundry Creditors—i 


Stock-in-Trade . 


2,900 0 o ; 

! Open A/cs. . 

3,000 0 0 

Furniture and 


; 

Bills Payable . ' 

1,600 0 0 

Fixtures 


o 

o 

o 

1 0. P. Q. Bank . i 

600 0 0 

Machinery and 




„ Balance . . ; dd. 

1,820 0 0 

Plant . 


1,500 0 0 ; 


' 

1 


„ Secured Creditors, 




i 


Surplus from j 


j 


j 


Assigned Book 


i 




Debts . 


o 

o 

o 

t- 


i 




£ 7,210 0 0 



£ 7,210 0 0 

To Balance 

bid. 

1,820 0 0 


' 



Dr. SUNDRY LIABILITIES ACCOUNT. Cr. 




£ 8. d. 




£ 8. d. 

To Cash— 




By Sundries— 



Open A/c.*8 


3,000 0 0 


Open A/cs. 


6,000 0 0 

Bills Payable 


1,600 0 0 


Bills Payable . 


3,000 0 0 

O.P.Q. Bank 


600 0 0 


O.P.Q. Bank . 


1,000 0 0 

„ Balance 

cfd. 

6,000 0 0 







£10,000 0 0 




£10,000 0 0 

To Capital Accounts— 




By Balance 

bid. 

6,000 0 0 

/ . . . 


1,666 13 4 





Y . . . 


1,666 13 4 





Z . . . 


1,666 13 4 



\ 




£6,000 0 0 




£6,000 0 0 
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THE LIQUIDATION OF COMPANIES 

Limited companies cannot be made bankrupt, the pro¬ 
cedure which takes the place of bankruptcy on the insolvency 
of a limited company being known as “ winding up/' Com¬ 
panies may be wound up in three different ways, viz.:— 

(1) Voluntary winding up ; 

(2) Winding up under the supervision of the Court; and 

(3) Winding up by the Court, more usually described as 

“ Compulsory Winding Up." 

A voluntary winding up may be either “ a members' volun¬ 
tary winding up " or “ a creditors' voluntary winding up." It 
is a members' voluntary winding up if the directors, before the 
date of the resolution to wind up, make and file a statutory 
declaration with the Registrar of Companies that the company is, 
in their opinion, solvent and will be able to pay its debts in full 
within twelve months from the commencement of the winding 
up. Otherwise it is a creditors' voluntary winding up. In a 
members' winding up the company appoints the liquidator and 
the creditors have no control over the winding up. In a creditors' 
winding up, both members and creditors may nominate persons 
to act as liquidator. If different persons are nominated, or if 
the members fail to make a nomination, the creditors' nominee 
acts as liquidator. If the creditors fail to nominate a person as 
liquidator, the members' nominee wiU be appointed. 

In a winding up under supervision the liquidator may be one 
appointed by the company, but the Court may on application 
appoint the liquidator. 

In a compulsory winding up the Official Receiver is appointed 
in the first instance, but at meetings of creditors and shareholders 
subsequently held another person may be appointed, subject to 
the approval of the Court. 

Companies are wound up under varying circumstances, and 
insolvency need not necessarily be the cause. Amalgamation 
with another company, reconstruction, or disposal of the com¬ 
pany's entire business, amongst other causes, may be the reasons 
for winding up. A liquidator must always be appointed, and, 
in some cases, a “ committee of inspection " is appointed to 
supervise and control the acts of the liquidator. 

It is the duty of the liquidator to collect debts due to the 
company, to dispose of the company's assets, to distribute 
the proceeds in satisfaction of the claims of the creditors of the 
company, and to apply any balance remaining amongst the 
shareholders in accordance with their rights. 
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Voluntary Winding Up. 

When, in the case of voluntary winding up, the liquidation 
is not completed within one year, the liquidator is required by 
Sections 284-285 of the Companies Act, 1929, to make periodical 
returns of his receipts and payments, from the date of his appoint¬ 
ment until the winding up is completed. Upon the conclusion 
of the winding up a summary of the liquidator's receipts and 
payments must be submitted to the creditors and contributories 
(shareholders). An example of such an account is appended. 

EXAMPLE. 

The following particulars relate to the Patent Steel Safe Company, Limited 
(in Voluntary Liquidation). Prepare the Liquidator’s Final Account, allowing 
for his remuneration: 2% on the amount realised, and 2% on the amount 


distributed to the Unsecured Creditors :— 

£ 

Preferential Creditors.1,000 

Unsecured Creditors.3,200 

Debentures.1,000 

"iTe Assets realised the following sums :— 

Land and Buildings.2,000 

t'laot and Machinery ....... 1,865 

and Fittings.100 


The Liquidation Exp(*nses amounted to £100 14fl 


THE PATENT STEEL SAFE COMPANY, UMITED. 

(In Voluntary Liquidation.) 

Accotjut of Liquidator’s RECEiFrs and Payments. 


Riceipt-8. 

£ s. d. 

Payments. 

1 £ 8. d. 

Pro-jceds of Sale of 


By Liquidation Expenses 

100 14 0 

Acsets ; 


„ Liquidator’s Remuner- i 


Lund and Buildings 


ation— 


(Book value£....) 

2,000 0 0 

2% on amount real¬ 


Plant and Machinery 


ised, £3,965 . 

79 6 0 

(Book valued... .) 

1,865 0 0 

2% on amount distri- 


Fittings and Fixtures 


i buted to unsecured ! 


(Book value £. .. ,) 

100 0 0 

creditors, £1,760 . 

36 0 0 



„ Preferential Oeditors . 

1,000 0 0 



„ Debenture Holders 

1,000 0 0 

i 


„ Unsecured Creditors — 




Dl^ridend of lOs. lljd. 




in £ on £3,200. 

1 

1,760 0 0 


£3,965 0 0 


.€3,966 0 0 

Note. — The liquidator’s remuner.ation on amount distributed to unsecured 


creditors is calculHlcd as follows :— 

Balance available after payment of aU prior creditors including 
liquidator’s remuneration based on assets realised . . £1,785 

2% on amount available after providing for the liquidator’s remuneration;— 

£1,785=£35. 

The Act provides that the liquidator must in all cases send a 
copy of the final account to thr Registrar, and must also make a 
return of the fact and date of the final general meeting of the 
company within one week after such meeting. It is also pro- 
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vided that in a creditors* voluntary winding up the directors 
must lay before the creditors* meeting a full Statement of Affairs, 
a list of the company*8 creditors, and the estimated amount of 
their claims. 

Winding Up under Supervision. 

A “ Winding up under the Supervision of the Court ** is 
really a voluntary liquidation over which the Court exercises 
supervision. The liquidator is frequently appointed by the 
shareholders, but sometimes the Court appoints an additional 
or substitutional liquidator. In most cases, the winding-up 
order limits the liquidator *s authority in certain matters and 
gives him directions as to how to proceed on other points. 
Returns of the liquidator*8 receipts and payments are made in 
the same manner as in the case of a voluntary winding up. 

Compulsory Winding Up. 

The procedure in compulsory winding up by the Court very 
closely resembles that in the case of the banliuptcy of a sole 
trade? or partnership. The liquidator is nominated by the 
creditors and contributories, but the actual appointment is 
made by the Court. Until a liquidator is appointed, the Official 
Receiver in Company Liquidations acts in that capacity. 

A Statement of Affairs and Deficiency Account must be 
prepared and lodged with the Companies Liquidation Depart¬ 
ment of the Board of Trade. A skeleton statement is given on 
pages 634 to 636, from which it will be seen that the form is 
compiled on the same principles as a bankruptcy statement, ex¬ 
cept that the Statement of Affairs is divided into two portions, 
the first portion showing the deficiency (or surplus) as regards 
creditors, and the second part the deficiency (or surplus) as regards 
shareholders (contributories). These statements must be sup¬ 
ported by schedules containing details of the various items. It 
should be noted that the Deficiency Account covers a period 
three years prior to the commencement of the winding up (or 
since the formation of the company if this is less than three 
years prior to the liquidation), whereas in bankruptcy the period 
covered by the Deficiency Account is one year only unless the 
Official Receiver fixes some othfer period. Further, in bankruptcy 
the Deficiency Account will only disclose the net profit or loss 
of the bankrupt, but in liquidation the gross profit or loss and 
details of the expenditure must be shown. 

Any uncalled capital is not included aus an asset in the State¬ 
ment of Affairs, but is shown in a note at the foot of the first 
portion thereof. 

Debentures carrying a fixed charge are treated in a similar 
manner to secured or partly secured creditors, whereas debentures 
carrying a floating charge are treated in a similar manner to 
preferential creditors. 
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Gross I 
liabiUtiss. I 


Expcted 
to Bank. 


Estimated 
to prodaoa 


! Debts and liabilities, viz.:— 

! (o) Unsecured Oieditors, as per 
I U%t “ A ” 

I (StaU number) 


(6) Creditors fully I 

secured (not l oludliig | 

debetiiure holders) as per 

.1 ot “ B.” 

Estl'uated value of 

! r:.‘carlti*'s .. .. j 

Estimated surplus £ 

I Carried to Hat “0” £ 

iialanoe to contra (cO j _ i 

(e) Creditors partly ' 

I 8ecured,aspei list'‘0” jl 
Lrsi estimated value |; 
of securities .. j| 

Estimated to rank for dividend .. 

£ s. d. 

(cQ Liabilities on bUls dis- 
counted other than 
the Company’s own ac- } 

oeptances for value, as 
per list “ D ” .. : ; 

Of which it la expected will rank 
for dividend 

£ 8. d. 

(e) Other liabilities, as per 

list •* E ” .. ,. : : 

Of which it is expected will rank for 
dividend 

£ 8. d. 

(/) Preferential 
Creditors for rates, 
taxes, wages, Ac., as 
per llrt “ F ” deducted 
contra .. .. _ _ 

(j^) Loans on debenture | 

bonds, as per list" G ” 
deducted contra .. | 

( holders) .... 


Estimated surplus (if any) after meeting 
liabilities of Company, subject to 
cost of liquidation. 


(a) Property as per list “ H,” viz. 

(a) Oa^ at Bankers. 

(b) Cash in hand . 

(<) Stock-in-trade . 

(Estimated cost, £ : : ) 

(d) Machinery. 

(e) Trade fixtures, fittings, utensils, Ac. 
(/) Investments in shares, Ac. 

(J) Ix)an8 on mortgage 
(A) Other property, viz.:— 


(A) Books debts ( debtors), as per 
list “ I," viz.:— 

Good . 


Estimated to Produce 

£ 8. d. 

(c) Bills of Exchange or 
other similar securities 
on hand, as per list" J ” 

Estimated to produce 

(d) Surplus from securities In the hands 

of creditors fully secured (per 
contra) (A). 

£ B. d. 

(e) Unpaid calls ( debtors) 

as per list " K ” :— 

Estimated to produce .. 

Estimated total assets 
Deduct preferential creditors, 
as per contra (/) .. 

Estimated amount available 
to meet claims of debenture 
holders. 

Deduct loans on debenture bonds 
secured on the assets of the 
Company as per contra (g) 

Estimated amount available to meet - 
unsecured creditors subject to cost 
of liquidation . 

Estimated deficiency of assets to meet 
liabilities of the Company, subject 
to cost of liquidation 


The nominal amount of unpaid capital liable to be called np is £ : : which Is [available to meet above 

deficiency] or [chsj^ to dsbentui^bolden], or as the case may be. 
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(II.) AS HBGARDS OONTRIBUTORIBS. 


Capital issued aud allotted, viz.:— 

-Founders’ Shares of £ 

per Share (-Shareholdere) | 

(a) Where (a) Issued as fully-paid. I 

capital is is- Amount called up at £ I 

sued as partly per Share, as per List ’* L ” I 
paid up, the-Ordinary Shares of £ i 


form should 
be altered ac¬ 
cordingly. 


(6) Add par¬ 
ticulars of any 
other capital. 


per Share (-Shareholders). 

« (a) Issued as fully-paid. 

Amount called up at £ 
per Share, as per List “ M ” 
—Preference Shares of £ 
per Share (—-Shareholders). 

(а) Issued as fully-paid. 
Amount called up at £ 

per Share, as per List ** N ** 

( б ) 


Amount (If any) paid in advance of ! 
call . I 


Estimated Surplus as above 
(if any) subject to costs of 
Liquidation 


Le»i unpaid calls estimated to be | I j 

irrecoverable.£| I I_j 

Add deficiency to meet JjiabilHies as above ,. ! 


Total deficiency as explained I 
in Statement " 0 ” .. ! 


£ 









SUlitment of Affairs, Company'' s Winding up, 

LIST “ O. (1).” Deficiency Account. 

(1) Deficiency Account where Winding-up Order mr.-je WITHIN THREE YEARS OF formation of Company. 
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SDHHART or ACCODIITS. 

3n tbe 


In the llatter of the Oompanies Act, 1929, 

AND 


In tbe Matter of 


Limited. 


SUMMARY OP LIQUIDATOR'S ACXIOUNTS, 

From - 19 , to -19 

2)r. Issued by the Board of Trade under the provisions of the Companies Act, 1029, 


ar. 


To Balance. 

„ Reoeipte, viz. 

(а) Oasb at Bfmhcrs .. 

(б) Do. in band 

(c) Stock-iu-Trade 

(d) Machinery, &c. 

(#) Trade Fixtures, <fec. 
if) Investments in Shares, (fee. 
(^) IxMins on Mortgage 

{h) Other Property, viz. 


„ Book Debts—good 
„ Do. doubtful and bad 

„ Bills of Exchange 
„ Surplus from S^urities 
„ Receipts per Trading Accounts 
„ Galls due at date of Windlng-up Order 
Do. made by Liquidator 


RECEIPTS. 


j s. d. 


Less— 

Payments to Debenture 
holders 

Do. to Execution and 
other Secured 
Oreditors 

Do. per Trading 
Account 


By Balance. 

„ Board of Trade and Court Fees 
„ Law Costa of Petition, including costs of 
any person appearing in the petition 
whose costs are allowed 
„ Costs of Solicitor to Liquidator 

„ Other Law Costs . 

„ Special Manager’s Charges 
„ Allowance for preparing Statement of 

Affairs . 

„ Fees of OCQcial Receiver as Provisional 

Liquidator. 

„ Charges of Provisional I .iquidator, other 
than Official Receiver 
„ Remuneration of Liquidator .. 

„ Auctioneer’s and Valuer’s Charges .. 

„ Shorthand Writer’s Charges .. 

„ Other Charges.| 

„ OoBtB of Possession . i 

„ Do, of Notices in *' Gazette ” and Local | 

„ PapeiB. 

„ Incidental Outlay 

Total Costs and Charges 


PAYMENTS. 


s I d. 


8 . d 


Creditors and Contri-; 

butories:— i 

Preferential Creditors ! 

Unsecured Oreditors | 
divd of in the | 
£ on £ .. .. I 

Return to Oontribu- 
torles at the rate I 
of per Share 


Balance 



Creditors and Contributories can obtain any further Information on application to the Liquidator. 


-- day of - 


_ 19 


liquidator. 


Address . - --— 
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When shares are only partly paid the liquidator will make a 
call in order to pay off liabilities as far as possible «i(nd to adjust 
the position between the different classes of shareholders. The 
liquidator should avoid making a call greater than is really 
required, otherwise a return of cash may be due to the share¬ 
holders upon whom the call was made. 

The liquidator's accounts must be kept in the form pre¬ 
scribed by the Board of Trade. A Record Book is necessary in 
which are entered the minutes of all proceedings and trans¬ 
actions at meetings of creditors, contributories, and committees 
of inspection. The liquidator must also keep an official Cash 
Book and, where any trading is necessary for the beneficial 
conduct of the liquidation, a Trading Account. These books 
and the relative vouchers are periodically audited by the Com¬ 
mittee of Inspection and the Board of Trade. A statement of 
the liquidator's receipts and disbursements must be filed every 
six months, and when the whole of the assets have been realised 
and distributed, the final account must be audited and sub¬ 
mitted to the Board of Trade. A pro-forma final summary is 
given on page 637. This final summary shows approximately 
the Of ler in which the assets are distributed, but it may be added 
thst the preferential payments in a winding up are the same 
as ill baiJkruptcy, except that the landlord has no power of 
di'^traint after the commencement of the winding up. 


EXERCISE 15. 


A. A and B, equal partners, dissolve partnership on the Slst December, 
when their Balance Sheet showed the following position :— 


Sundry Creditors 
Capital —A 
Capital —B 


BALANCE SHEET. 
£ 


2,100 

4,000 

2,000 


Plant and Machinery 
Stock-in-Trade 
Sundry Debtors 


£ 

4,000 

2,100 

2,000 


£ 8,100 


£ 8,100 


The total Assets realise £5,000, and the Sundry Creditors are discharged, less 
3% discount. The costs of Realisation are £100. Prepare Realisation Account, 
Cash Account, and Partners* Capital Accounts. 


B. James and Pratt were in partnership, sharing profits and losses as to 
James two-thirds and Pratt one-third. On 31st March, they decided to wind 
up the partnership, at which date their liabilities were £13,^, and there was 
due to James (loan to the firm) £6,000. The capital was: James, £4,200, and 
^att, £4,600. After payment of expanses the realisation of the assets amounted 
to £21,600. Prepare accounts showing the result of the realisation. 

C. A, B, and C decided to dissolve partnership on the Slst March, 1941 ; at 
30th September, 1940, their capitals were £7,600, £6,000, and £2,600 respectively. 
The partners shared profits and losses in the proportion of 7, 3, and 2, and were 
entitled to interest on their capital at the rate of 6% per annum. At Slst March, 
1941, the whole of the assets had been realised and the whole of the liabilities 
discharged, with the exception of certain expenses in connection with the winding 
up, which amounted to £100, and the cash available amounted to £9,660, being 
£9,600 plus £60 interest. I^pare accounts showing the final settlement with 
each partner. 
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D. Oldfield and Young decided to dissolve partnership as on Slst December, 
and the following represents the statement of afiaiis at that date :— 

Liabilitiea, i Assets. 


£ £ 
Sundry Creditors . . . 3,600 Propertv— 

Mortgage on Property— Warehouse .... 1,000 

War^ouse .... 600 Retail Shops . . . 2,000 

Shops. 1,000 Fixtures.1,700 

Loans. 600 Horses and Carts . . . 260 

Capital— Stock— 

Oldfield .... 6,000 Warehouse .... 3,000 

Young. 6,000 Shops .... 4,380 

Debtors.3,000 

Cash in hand .... 120 

Bank.160 

£16,600 £16,600 


It was agreed that Oldfield should take over the warehouse, subject to the 
mortgage and the warehouse stock, and that Young should take over all the 
rest of the assets at the book values, subject to an aUowaiice of £250 for depre¬ 
ciation of fixtures and to an allowance of 6% of the debts for bad debts. Young 
also undertook to discharge all the liabilities. 

Prei^re accounts showing the winding up of the firm. 


E. Brown & Davis, Merchants and Agents, who share profits and losses 
equally, decide to dissolve partnership. During the partnership Brown canvassed 
the North of England and Davis the South, each paying his own travelling 
expenses, etc. During the year Brown received by way of commission £440 
on behalf of the partnership, and made the following disbursements : Travel¬ 
ling Expenses, £75; Rent, etc., £20. Davis received £720, and his disbursements 
were as follows : Travelling Expenses, £120. 

The stock of goods on hand at date of dissolution was valued at £100, of 
which Brown took £40 and Davis £60. 

Draw up an Adjustment Account showing amount due to or by each partner. 


F, Locke and Edwards, trading as metal merchants, decided to dissolve 
partnership and retire on 30th June, each having a private income. 

At that date their Balance Sheet was as follows :— 


BALANCE SHEET. 


Liabilities^ 


Assets. 



£ 


£ 

Sundry Creditors 

. 3,000 

Horses, Carts, and Trade 


Bills Payable 

. 1,126 

Utensils 

1,426 

Capital Accounts— 


Fixtures, Fittings, etc. 

200 

Locke 

. 3,600 

Stook-in-lVade . 

5,876 

Edwards 

. 2,376 

Sundry Debtors 

1,876 



Cash at Bank . 

600 



Cash in hand 

26 


£10,000 


£10,000 


The Sundry Debtors realised £1,600; Stock, £6,126; Fixtures and Fittings, 
£100; and Horses, Carts, and Trade Utensils, £1,000. 
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The costs of winding up and realisation amounted to £210. Draw up accounts 
giving effect to these transactions and showing how the balance of cash was 
distributed. The partners shared profits and losses equally. 


G. The following is the Balance Sheet of Francis and Clifford at the date 
when they agree to sell their business to a limited company 


BALANCE SHEET. 


Liabilities. 1 

1 Asseis. 



£ 


£ 

Sundry Creditors 

2,000 

Machinery and Plant . 

3,000 

Loan-^lifford . 

1,000 

Stock-in-Trade . 

4,600 

6,000 

Capital— 

Sundry Debtors 

Francis . 

. 6,000 

Cash at Bank and in hand . 

400 

Clifford . 

6,000 




£14,000 

1 

£14,000 

The partners share 

profits and losses equally. They decide to sell to the 


o(»mpany the (Goodwill, Machinery and Plant, and Stock for £9,000; and to 
collect the book debts and pay off their creditors themselves. They receive from 
f! e ‘,fi«inany £2,000 in Mortgage Debentures, £2,000 in fully-paid Shares of £1 
rich, ard £;> OCK) in cash. The debts were received less an average diseoiint of 
3';vj. and th^ creditors were paid less an average discount of 2J%. Thtjre was a 
ba»* debt of £80. Francis agreed to take the Debenturt^s and Clifford the Shares 
on account of the amounts due to them. Prepare accounts showing the final 
. as regards the partners. 


H. Crake, Sheen, and Wells are in business as tailors, sharing profits and 
losses equaUy. On 30th June they decide to dissolve and wind up the 
business. Crake is insolvent and unable to contribute towards any loss on 
the winding up, being indebted to the firm in the sum of £600. Their assets 
and liabilities at the date named were as follows :— 


ASwSETS. 

£ 

Cash at Bank.500 

Sundry Debtors.1,000 

Stock-in-Trade.1,800 

Fixtures and Fittings ...... 200 


LIABILITIES. £ 

Sundry Trade Creditors.1,400 

Creditors for Rent, Ratet>, etc.50 

Sheen-Capital.1,275 

Wells— ..1,275 


The assets realise—Debtors, £750; Stock, £1,000; and Fixtures, etc., £130, 
The costs of realisation were £^. 

The Trade Creditors were found, on settlement, to have been overstated by 
£60. Prepare accounts showing the effect of the realisation and the Partners’ 
Capital Accounts. 
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1. Henry Jones filed his petition in Bankruptcy on 30th June, 
showed the following balances :— 


His books 


Cash in hand. 

Fixtures and Fittings 
(Estimated to produce £80.) 

Stock in Trade .... 

(Estimated to produce £1,200.) 
Sundry Creditors—open accounts 
Do. —bills payable 

Sundry Debtors .... 
Good £1,000. 

Doubtful £2,000 (estimated at 60%). 
Bad £2,000. 

Bank overdraft .... 
Capital. 


£ 

10 

260 

1,800 


6,000 


2,000 

2,200 


1,200 

1,660 


£7,060 £7,060 

Liability on bills discounted £600, £100 expected to rank. 

His household furniture, etc., was valued at £250. 

He owned the house he lived in—it was valued at £760—and he had a 
mortgage on it of £600 at 4%. Interest paid to the preceding 31st December. 

Preferential creditors amounted to £36 (included in Sundry Creditors) and 
£16 for rates on his house. 

Prepare a Statement of Affairs. 


J. Prepare a Statement of Affairs from the following particulars of 
accounts of Andrew Ashton on 30th September:— 



£ 

s. 

d. 

Unsecured Creditors. 

7,366 

13 

4 

Fully secured Creditors. 

3,290 

0 

0 

Partly secured Creditors. 

1,688 

0 

0 

Securities held by secured Creditors 

4,035 

13 

4 

Securities held by partly secured Creditors 

Rent, Rates, Taxes, and Wages (of which £200 is 
preferential). 

773 

13 

4 

283 

0 

0 

Plant and Machinery estimated at one-third of book 




value, which is. 

4,200 

0 

0 

Office Furniture. 

16 

13 

4 

Cash in hand. 

1 

13 

4 

Investments. 

1,195 

0 

0 

Book Debts (good). 

1,000 

0 

0 

Doubtful Debts valued at. 

233 

0 

0 


the 


There is a life policy on A’s life on which 20 premiums are paid up of £8 
each, and the surrender value is two-fifths of the paid-up premiums. 

How much in the £ is available for the unsecured creditors ? 


K. From the following particulars prepare a Statement of Affairs of William 
Watson, the amounts given being the values, as far as ascertainable, for this 
purpose:— 


Creditors unsecured. 20,000 

„ partly secured (value of security, £4.000) . . 6,000 

Cash Creditors (unsecured).3,000 

Rent, Wages, etc. (preferential).150 

Trade Utensils, Fixtures, etc.600 


X 
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Horses and Carts. 

Stock-in-Trade. 

Cash at Bank ........ 

Cash in Hand ........ 

Bills Receivable under Discount (£200 expc^cted to rank for 

Dividend). 

Sundry Debtors (viz.: £2,800 regarded as good; £100 
doubtful, estimated to produce £60 ; and £100 bad) 


£ 

150 

800 

1,600 

60 

760 

3,000 


L. The Capital in the business of H. Simmons on Slat December, 1940 
was £1,500. During the year ended 31st December, 1941, he sustained a trading 
loss of £780, and his drawings out of the business were £700. Owing to de¬ 
preciation cf stocks and his unsatisfactory financial position, he was compelled 
to file his petition, and a Receiving Order was made against him on 31st December, 
1941. His Assets consisted of— 

(а) Book Debts £1,000, of which £800 were considered to be good, and 

the remainder were estimated to produce £100. 

(б) Stock-in-trade (cost £1,500), estimated to produce £900. 

(c) Plant and Machinery (cost £1,600), estimated to produce £1,100. 

(d) Freehold Dwelling House valued at £1,200, the Deeds of which 

were lodged with the Bank as security for an overdraft on business 

account of £800. 

(e) Life Policy of Assurance (surrender value £600), given as part 

security for a private loan of £1,000. 

His Unsecured Creditors amounted to £4,000, and he owed £80 to his Clerk, 
salary for the four months ended 30th November, 1941. 
ftepare his Statement of Affairs, and Deficiency Account. 


M. Samuel Hobson, in business in the city, finds himself insolvent. Prom 
the various books and papers in his possession the following particulars as to 
his financial position are forthcoming. Prepare the Statement of Affairs for 
submission to his creditors and a Deficiency Account in the ordinary form;— 


£ 

Sundry Debtors: Good, £1,280; doubtful, £2,800 
(estimated to produce £1,000); bad, £700 . , . 4,780 

Sundry Freehold Houses, etc. (estimated to produce £2,000) 3,300 

Shares : 1,000 Ordinary Shares in the Cable Telegraph Co. 

valued at par.1,000 

Mining and Railway Shares (of which £2,600 is held as 
security by partly secured creditors, and the balance 
by fully secured creditors) valued at par . . . 9,460 

Loss through the unsuccessful defence of an action at law 5,420 

Business expenses.3,200 

Creditors : unsecured.16,740 

Do. partly secured.6,420 

Do. fully secured.3,110 

Preferential claims for salaries and rent.... 600 

Private drawings.1,200 

Samuel Hobson Capital Account.3,800 

Cash at Bank.420 

Bills receivable, good.800 


N. M. P. is appointed liquidator of a company in voluntary liquidation on 
25th March, and the following balances are extracted from the books at that 
date:— 
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£ 


£ 

Sundry Creditors 

. 2,000 

Cash in hand . 

100 

Debenture Holders . 

. 5,000 

Book Debts . 

6,000 

Reserve for Bad Debts 

. 1,000 

Machinery 

3,000 

Bank Overdraft 

. 1,800 

Investments . 

600 

Capital issued . 

. 8,000 

Stook-in-Trade 

100 

(8,000 Shares of £1 each) 


Calls in arrear 

600 



Leasehold Properties 

4,000 



j Profit and Loss Account . 

3,600 


£17,800 

i 

£17,800 


Prepare a Statement of Affairs, to be submitted to the meeting of creditors. 
The Machinery is valued at £6,000, the Leasehold Properties at £7,300, Invest¬ 
ments at £400, Stock at £200, Bad Debts are £200, Doubtful l^bts £400, 
estimated to realise £200. The Bank’s overdraft is secured by deposit of the 
title-deeds of the leasehold properties. Preferential Crc^ditors for Rates, Taxes 
and Wages are £100. Telephone rent owing, £8. 


0. The following Balance Sheet represented the position of a Company 
when it went into voluntary liquidation on 30th June :— 


BALANCE SHEET. 
Liabilities. £ 

Capital:— 


Nominal — 

10,000 Ordinary Shares 
of £1 each . £10,000 

Issued — 


4,940 Ordinary Shares of £1 


each, fully paid . 


4,940 

Sundry Creditors— . 

£ 


Preferential . 

660 


Unsecured . 

9,980 

10,6.30 

Bank Overdraft (unsecured) 

• 

196 


£16,665 ! 


Assels. £ 

Goodwill .... 2,000 

Plant and Machinery . . 2,170 

Stock.3,780 

I Sundry Debtors . . . 2,615 

, Cash in hand .... 15 


Profit and Loss Account (Balance) 6,185 


The Liquidator, w'hose remuneration was agreed at 2J% on the amount 
realised, and 1% on the amount distributed to the unsecured creditors, realised 


the assets as follows :— 

£ 

Plant and Machinery ....... 2,230 

Stock.3,170 

Sundry Debtors. 1,905 

Cash.15 


A first and final dividend was distributed to creditors, after paying expenses 
of the liquidation, which amounted to £67. 

You are required to prepare the Liquidator’s Final Account, showing how 
much in the £ the dividend amoimted to. 


P. The Hardware Co., Ltd., went into voluntary liquidation on 14th January, 
the capital of the Company being 4,000 fully paid Ordinary Shares of £1 each. 
The unsecured creditors’ claims amounted to £2,700 (including Bank overdraft 
£700, and a loan from one of the Directors of £900); Preferential claims were 
£46; interest duo, £30. The assets realised—Stock, £2,000; Book Debts, 
£3,800; and Fixtures and Sundries, £50. The Liquidator’s remuneration was 
fixed at £220, and his expenses amounted to £66. 

Prepare tlie Statement of Account to be submitted by the Liquidator at the 
final meeting of shareholders. 
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Q. The Sensational Theatre Co., Ltd., passed a resolution for a members’ 
voluntary winding up on 1st January. The Company’s articles contained the 
following provision:— 

That in the event of winding up, any surplus after discharging the 
whole of tlie liabilities of the Company should be applied :— 

(!) In redeeming the preference share capital of the company. 

(2) In redeeming the ordinary share capital of the company. 

(3) The balance remaining, if any, to be divided equally between 
preference, ordinary and deferred shareholders. 

The position of the Company at the date of the resolution to wind up was as 
follows:— 

Issued Share Capital— 

5,000 Preference Shares of £1 each (fully paid). 

a'^.OCK) Ordinary Shares of £1 each (fully paid). 

5,000 Ordinary Shares of £1 each (15s. Od. paid). 

5,(XX) Deferred Shares of £1 each (2s. 6d. paid). 

The assets realised £25,750, and the liabilities amounted to £7,500. The 
of the liquidation (including the liquidator’s remuneration) were £250. 
1 he liquidator duly made calls of 5s. Od. on the Ordinary Shares, and 28. 6d. on 
the Deferred Shares, and the whole of the cash was received with the exception 
of the ^sll on 1,000 Deferred Shares. 

Pi\iph.re Cio liquidator’s final Statement of Account, showing the amounts 
retui'i:<d to vhe bhareholders. 



CHAPTER XVI 


COST ACCOONTS 

In the foregoing chapters consideration has been given to 
the methods of compiling the financial accounts of concerns 
with the object of recording the transactions of the respective 
businesses for each period, and of showing the final results of 
such transactions. 

In the case of trading, as distinguished from manufacturing 
concerns, the information given in these accounts is usually 
sufficient, but it will be readily understood that a manufacturer 
is not satisfied merely to know at the end of a period that a 
profit or a loss of a certain amount has been made ; he must 
know exactly how such a result has been obtained. Hence a 
manufacturer must analyse his expenditure in such a way as 
to indicate precisely what each job, contract, process, or other 
unit has cost him ; what proportion of the cost has been ex¬ 
pended in materials, wages, and expenses ; and, finally, whether 
he has made a profit or a loss on each unit. To do this it is 
necessary to keep a separate set of accounts, known as “ Cost 
Accounts.’’ It should, however, be borne in mind that although 
the Cost Accounts are distinct from the Financial Accounts, they 
should be capable of being agreed therewith. 

Thus, the total charges entered in the Cost Accounts for 
materials consumed during the trading period should agree 
with the total cost of materials debited in the financial Manu¬ 
facturing Account for the same period, while the total wages 
charged in the Cost Accounts should correspond with the total 
wages paid as shown in the financial books. Similarly, the totals 
of the various expenses charged in the Cost Accounts should be 
capable of being agreed with the total expenses shown in the 
financial books. 

As in pure accountancy, it is possible to base the costing 
system upon double-entry principles, as will be explained later 
on in the chapter. By adopting this method it is possible to 
obtain a more detailed comparison between the two sets of 
accounts, and also to make each set complete in itself. 

Cost Accounts are essentially analytical in nature, and it is, 
therefore, impossible to devise a standard system which will 
suit any particular business. Hence the system of costing 

64ft 
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adopted in any special case must be designed to suit the par¬ 
ticular business under consideration. The underlying principles, 
however, are fairly definite, and the greater part of this chapter 
will be devoted to outlining these principles, applying them to 
particular businesses only where this is necessary for the purpose 
of illustration. 

The Objects of Cost Accounts. 

Although the main purpose of a system of Cost Accounts is 
so to analyse and allocate the expenditure of a business that it 
is possible to ascertain the cost of each job, contract, or process 
carried out, this is by no means its sole function, and a manu¬ 
facturer who employs Cost Accounts with nothing but this end 
in view is only deriving a fraction of the maximum possible 
boiiefit which he might obtain therefrom. Thus, Cost Accounts, 
if properly utilised, will also serve as :— 

(1) A record of results for periodical statistics and the 
preparation of interim profit and loss accounts. 

(?) A guide m future estimates and in quoting prices. 

(3) A stimulus to economical processes. 

> 1) A help in increasing production, 

(o) A means of detecting losses and leakages, 

(6) \ safeguard against waste, and a means of controlling 

expenses. 

(7) A means of reducing prices in order to obtain a larger 

demand. 

[S) A safeguard against the excessive accumulation of 
stocks of raw materials, and a means of indicating 
obsolete or slow-moving items. 


The Different Classes of Cost Accounts. 

Ai already shown, it is impracticable to lay down a system 
which could be effectively employed in all businesses. It is 
possible, however, to arrive at certain broadly defined classes of 
cost accounts which are suitable for various types of industries. 
The most usual grouping of these classes is as follows :— 

(1) Terminal (or Job) Cost Accounts, a suitable system 

where it is desired to obtain the cost of each of a 
number of contracts, operations or undertakings 
which are entirely distinct and of a non-recurring 
nature, e.g., builders, engineers, etc. This system is 
generally suitable to all industries that produce a 
definite article or undertake work of a constructional 
nature. 

(2) Process Cost Accounts, employed where the product 

passes through a number of distinct stages or pro- 
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cesses; the cost accounts show the cost of each 
process, e.g., chemical works, etc. It is particularly 
suitable in industries where by-products and residuals 
naturally occur. 

(3) Single (or Output) Cost Accounts, applicable to 

businesses supplying a product of a uniform type; 
the accounts show the cost of a “ naturalunit of 
output, e.g., a ton of saleable coal (in a coUiery). 
The average cost per unit over a given period is 
obtained by dividing the expenditure by the units 
of production. 

(4) Multiple Cost Accounts, applicable to businesses 

where the products differ considerably in type, size 
and value, and where similar operations are performed 
on very different articles, as, for example, in a general 
engineering firm. Each product, or class of product, 
is costed separately. 

(5) Operating (or Working) Cost Accounts, employed 
' by undertakings which produce services rather than 

goods, e.g., tramways, railways, etc. The unit is a 
car-mile, passenger-mile, etc., as the case may be. 

(6) Departmental Cost Accounts, in which, as the name 

implies, the cost of each department is obtained 
separately. This system is employed in businesses 
which are divided into a number of departments 
which are virtually small factories in themselves. 


The methods outlined in this chapter for the recording and 
analysis of materials, labour, and expenses can be applied, with 
slight modification according to circumstances, to each of the 
above classes, the principal difference being in the method of 
presenting the final results. Examples of the different classes 
are shown at the end of the chapter. 

In dealing with each class it will be useful to distinguish 
between “ cost finding ” and iljestimatin g.'' ; The first may be 
defined briefly^asTEe systematic and detailed recording of the 
expenditure actually incurred in the manufacture or extraction of 
a pre-determined unit of output, or in the rendering of a given 
unit of service. 

“ Estimating,*’ on the other hand, is the predetermining of 
the probable transactions under the headings of the three elements 
of cost in the anticipated manufacftire or extraction of a pro¬ 
duct, the working of a process, or the supply of a service. The 
principal distinctions between cost finding and estimating are as 
follows:— 
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Cost Finding 

Is concerned with the actual cost of 
materials used, or wages paid. 

Only actual costs should be taken into 
account. 

All expenses must be fairly charged, 
and each individual item priced 
and considered independently of all 
others. 


Estimatino. 

This is performed having regard to 
j the market prices at the time of 
estimating. 

The future position in respect of prices 
becoming higher or lower is con¬ 
sidered. 

i To secure orders, profits may be 
reduced to m7, or the risk of a slight 
loss may be taken in exceptional 
cases. 

Estimates may be prepared with the 
i aid of previous cost accounts, whicli 
i serve as a guide. 


The Elements of Cost 

The first essential to good cost finding is accuracy, and in 
every costing system there must be reliable sources of accurate 
information. The three principal elements of cost are— 

(1) Materials; 

(2) Labour; 

(3) Expem^es; 

and foe the purpose of analysing costs each item of expenditure 
mu^t bo eJsssified into one of these three groups. 

Eaci. of these groups may be again divided into— 

(1) Direct items; 

Lidirect items. 

Direct Items are those which can be directly charged to the 
particular unit (job, contract, or process, as the case may be) on 
which they were expended, while Indirect Items (also termed 
Establishment Charges or Overhead Charges) are those which for 
any reason cannot be definitely allocated to particular units. 
For example, direct labour would include the wages of operatives 
engaged directly on the particular job or contract; direct materials 
would include special purchases and goods drawn from store 
for particular jobs ; while expenses incurred by operatives in 
travelling to a job away from the works, or the cost of hiring 
special plant for use on the job, would be direct expenses. In¬ 
ject labour may include the wages of foremen and shop cleaners ; 
indirect materials may include solder, oil, waste, and similar 
items which may not be capable of direct allocation ; while 
maintenance of plant and machinery, power and lighting, etc., 
are examples of indirect expenses. 

It must be appreciated, however, that items which are 
direct ’’ in one business may be “ indirect ” in another. A 
contractor can allocate the wages of a foreman engaged on a 
particular contract to that contract (his wages are therefore 
direct), but a foreman in an engineering works may supervise the 
manufacture of many different articles, and his wages will be 
indirect. 
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The Total Cost of each unit may, therefore, be analysed as 
follows :— 


Phime 

"Cost. 


Factory 
Cost . 

= (0R 

Works 

Cost). 


Total 

Cost. 


Direct Labour \ 

Direct Materials i 
Direct Expenses I 
Factory (or Works) Overheads 
Charges embracing :— 

Indirect Labour 
Indirect Materials 
Indirect Factory Expenses 

Administration Expenses 
Selling and Distribution Expenses 

The Total Cost plus profit (or minus loss) gives the Selling 
Price. 

Factory Overhead Charges include, inter alia :— 

Rent and Rates 
(Coal, 

Bower i Gas, or } of Factory. 

[Electricity, 

Heating and Lighting, 

Repairs to Plant and Machinery and Factory Buildings. 
Insurance of „ ,, ,, 

Depreciation of „ „ „ 

Factory Wages not chargeable direct, e.g., wages of store¬ 
keepers, foremen, and of labour in the boiler-house and 
engine-house. 

Drawing Office Salaries and Expenses. 


In dealing with the remaining indirect expenses it is usually 
adraable to distinguish between x\dministra.tioii Expenses (or 
Overheads) and Selling and Distribution Expenses (or Overheads), 
as follows :— 

Administration Expenses. 

Salary of General Manager. 

Proportion of Office Salaries. 

Expenses and Salaries of Directors. 

Interest on Bank Overdraft, Loans, etc. 

Proportion of Office Rent, Rates, Lighting, etc. 


Selling and Distribution Expenses. 

Proportion of Office Salaries and Expenses. 

Proportion of Rent, Rates, Lighting, etc., of Office. 
Advertising. 

Travellers’ Salaries and Expenses. 

Commissions and Discounts. 

Carriage Outwards. 

It should be noted that some authorities favour the expression 
“ Oncost ’’ as an alternative to “ Overheads.’’ 
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Receipt and Storage of Materials. 

In order to ensure the correct recording of the materials used 
on various jobs or processes, a sound system for the (1) purchase, 
(2) receipt, (3) inspection, (4) storage, and (5) issue of materials 
must first be installed. The precise routine to be adopted is 
dependent largely upon the type and size of the business con¬ 
cerned, but the details given below are typical of those employed 
in many works in this country. 

In the first place, the purchase of goods is carried out through 
a Buying Department, which is notified by means of a Purchase 
Requisition from the Stores Department when the stock of any 
particular material is falling low and requires replenishment. 
When the new supply of material is delivered at the works, it is 
received by either the Storekeeper or the Goods Receiving Clerk, 
who examines the goods, checks the quantities, and enters full 
paniculars of the delivery in duplicate on a Goods Received 
Note r^imilar to the specimen shown below. 


GOODS RECEIVED NOTE. 




Datr. 


' Order 
I No. 


; 19.. ! 

July 1 I 876 


Suppliers. 


R. Jones, Ltd. 


Carriers. 


No. 276. 
Weight. 


Doscrip- j Count 
tion of ; or 
Goods. I Volume, i t. c. ! q. ;lbs. 


C.P. 5^^ Rings i 100 


I 


Remarks 
as to 

Condition. 


O.K. 


Bin No. 17. 


Stores Ledger Folio, 120. Storekeeper’s Signature, R. J. 


The original of the above note is then sent to the Buying 
Department, where it is compared with the supplier’s Advice 
Note and Invoice. If these agree, the Invoice is then initialled 
and passed forward for payment. 

After inspection, the goods, together with the duplicate 
Goods Received Note, are received into the Stores Department, 
which is laid out in a systematic and orderly manner, with a 
separate Bin or Rack, distinctively numbered and labelled, for 
each class of material. To each of these Bins or Racks a Bin 
Card is attached, on the lines of the following :— 
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Bin No. 17. 

Description, 6" Rings. 

Receifi'S. 

BIN CARD. 

Issues. 

Maximum 1 
Minimum ^ 
Ordering 

Stock, 200. 
)TOCK, 50. 
Level, 100. 

Balances. 

! 

1 Date, i 

Goods i 
Reed. 
Note No. 

Quantity. 

Date. 

Stores 

Reqn. 

1 No. 

Quantity. 

Quantity. 

! 19.. 

I Jan. 1 

87 

200 

19.. 
Jan. 19 

187 

70 

130 

* July 1 i 

i : 

; % 

1 

1 1 

1 I 

276 

100 

JunoJIO 

476 1 

1 

1 

1 

75 

65 

165 


At the time a consignment of material is placed in a bin, the 
quantity is recorded as a receipt on the Bin Card, the Bin Card 
number being correspondingly entered on the Goods Received 
Note. All receipts and issues of stock are similarly recorded, 
and after every transaction the new balance in hand is inserted 
in the “ Balances ” column on the extreme right of the above 
example. Thus, the balance as shown by the Bin Card should 
equal the quantity actually in stock at that time. The Maximum 
and Minimum Stock figures indicate the maximum and minimum 
quantities of the particular material which are considered necessary 
to satisfy the normal requirements of the works, while the Ordering 
Level indicates the stage at which further quantities should be 
ordered. When the balance shown by the Bin Card sinks to the 
ordering level, the Stores Department will, as already stated, 
notify the Buying Department. 

After the Bin Card has been written up from the Goods 
Received Note the latter is then passed on to the Cost Office, 
where the particulars thereon are entered in the Stores Ledger. 
An account is kept therein for each class of material in stock, on 
the lines of the example on the next page :— 
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STORES LEDGER 



Tf desired, columns may be inserted to record the balance of 
stork on b.and after each receipt or issue. 

L* small works the Storekeeper may be in charge of both the 
Bin Cards and the Stores Ledger, but where the size of the works 
pel It is preferable for the two records to be kept by different 
officials. In this way, the two records act as a check on each 
other and the Storekeeper is concerned with quantities only. 

By means of these two records (Stores Ledger and Bin Cards) 
it is possible to arrive at the value of the stock at any date without 
actually taking stock. In practice, however, it is usual to carry 
out a continuous Stores Avdit throughout the year. Under this 
system a Cost Office official actually counts, weighs or measures 
a certain number of items each day without previous notice to the 
Storekeeper as to which items he is going to check, and compares 
the balances thus ascertained with (i) the Bin Cards, and (ii) the 
Stores Ledger accounts. Any discrepancies should be closely 
investigated, a careful distinction being drawn between dis¬ 
crepancies which are (a) unavoidable, e.g., evaporation or loss in 
breaking up bulk material, and (6) avoidable, e.g., pilferage, or 
incorrect calculation of Bin Card balances. After investigation, 
the book stock should be adjusted to the actual stock by crediting 
the Bin Card and Stores Ledger Account and debiting Stock 
Adjustment Account, the balance on which will be included in 
Factory Overhead Charges. Where a surplus is revealed these 
entries are reversed. 









COST ACCOUNTS 


663 


Issue of Materials. 

There should be a strict rule that materials may only be 
issued from stores upon the presentation of a properly authorised 
Stores (or Materials) Requisition, as shown in the following 
illustration :— 


No. 187. STORES REQUISITION. 

Dept. No. 2. 

Date, 19th Jan., 19.. Job No. 18B. 


Description of Material. 


Count . 

or I 
Volume, i t. 


I i 

Weight. I I 

c, q. lbs. I i £ 8. d. 


6* Kings 


70 


lA I 3 10 0 



Authorised by A. B. 
Materials received by C. D. 
Entered : Bin Card.. /A J.. 


Supplied from Bin No. 17. 
Storekeepers Signature, R. J. 
.Stores Ijedgor. ,0, H,. .Job..X. Y. 


Requisitions for mcaterials to be used on jobs are usually 
authorised by the foreman concerned, and taken to the stores 
by a workman, who signs and surrenders the Requisition in 
return for the material. The storekeeper then entei^s the goods 
issued in the “ Issues ” column of the appropriate Bin Card (see 
specimen on page 651), and signifies this fact in the space pro¬ 
vided on the Stores Requisition. If all the stores required are 
not available, the requisition will be amended accordingly and 
initialled by the storekeeper. 

Where the storekeeper is concerned with the Bin Cards only, 
he then passes on the Stores Requisition to the Cost Office, 
where the money values of the stores issued are inserted prior to 
posting the issues, (i) to the credit of the Stores Ledger accounts 
concerned, and (ii) to the debit of the jobs or processes on which 
they were used. 

When materials used are purchased specially for a job, they 
are charged thereto at the net invoice price, plus delivery charges 
to the works, but where issues fire made from general stores, 
purchased at different times and at different prices, the necessary 
pricing is sometimes a difficult matter. The principal methods 
used in practice are :— 

(1) The Average Price Method. Under this method 
the cost price is averaged periodically, say, monthly, 
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and all stores issued during the ensuing month are 
charged out at this average price, e.g. 






£ 

8 . 

d. 

Stock on hand (Ist March) 

100 

at 

2s, Od. 

10 

0 

0 

Deduct : Issues during March . 

60 

at 

2s. Od. 

6 

0 

0 


40 

at 

28. Od. 

4 

0 

0 

Add : Purchases during March 

40 

at 

2s. 6d. 

6 

0 

0 


80 




_q 



/. Average Price=^^'=2s. 3d., the price at which issues 

oU 

during the month of April will be charged. 


(2) The First-in, First-out ” Method. Under this 

method, the first issue is deemed to have been made 
from the oldest stock, and so on. Thus, if the stock 
consists of 60 lbs. bought at Is. Od. and 60 lbs. 
subsequently bought at lOd., then the first 60 lbs. 
issued will be charged out at Is. Od. and the next 
60 lbs. at lOd. This method may be inequitable 
when a job is charged with materials at one price 
;»nd another job is charged at a different price, even 
though the second issue may be made immediately 
after the first. 

(3) A Fixed Price. When changes in price are rare, it 

may be possible to charge out materials at a fixed 
price (periodically reviewed and, if necessary, altered), 
this method having the advantage of simplicity. 

The next step, after crediting the appropriate Stores Ledger 
accounts, is to debit the job, contract, etc., on which the materials 
were used. Each job or contract undertaken may be allotted a 
number (known as its Job Number or Contract Number), which 
will appear on all instructions regarding the job, on all Stores Re- 
quis'tions and other forms used in connection with it, and on 
the cost sheet or card on which the cost of the particular job is 
collected. Periodically, say, weekly or monthly, the Stores 
Requisitions are sorted out in the Cost Office under Job Numbers, 
and summarised on a Materials Abstract in analysis form (see 
page 665), separate columns being used for each contract, process, 
etc. The total materials used on each contract will then be 
debited to the particular contract account and credited to the 
Stores Account in the cost ledger. This latter account acts as 
a control account for the Stores Ledger, on the lines of the 
Adjustment Accounts used under the self-balancing system. 
Thus, the credit to the above-mentioned Stores Account for 
a certain period equals in total the individual issues credited in 
detail in the Stores Ledger. 

After completion of the work, surplus materials (if any) are 
returned to the stores together with a Stores (or Materials) Credit 
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Note. These Credit Notes are analysed in the Materials Abstract 
in the same way as the requisitions, but in red ink. The totals of 
the Stores Credit Notes are credited to the respective contract 
or job accounts and debited to the Stores Account, or, alterna¬ 
tively, only the balance of the Materials Abstract will be posted. 
In addition, individual debit entries are made in the Stores 
Ledger accounts affected, and the materials returned are also 
shown as receipts on the Bin Cards. 

Sometimes, instead of returning surplus materials to stores, 
it is more convenient bo transfer them direct to another job, 
though this is not advisable unless the cost of returning the 
materials to store is prohibitive, as an accurate check cannot 
always be kept on such goods, and one job may not receive the 
correct debit and the other job the correct credit for the materials 
transferred between them. Where transfers cannot be avoided 
a Stores (or Materials) Transfer Note is made out, giving particu¬ 
lars of the materials transferred and the Job Numbers of the jobs 
concerned. These Transfer Notes are shown on tlie Materials 
Abstract as a deduction from the transferor jobs and an addition 
to the transferee jobs. The Stores Account is not affected. 


MATERIALS ABSTRACT. 

Fue week ending Tth Deoemeer, 19.. 


Contract 


Contract 


Contract 


Contract 


Contract 


Contract 


other Columns 

Summary. 

No. 230 


No. 231 


No. 232 


No. 233 


No. 

234 


No. 236 


as required. 

fieq. 

£ s. 

d. 

Req. 

£ 8. 

d. 

Rcq. 

£ 8. 

d. 

Req. £ s. 

d. 

Iteq-lf 

8. 

d. 

Req. 1 £ 

8. 

d. 


£ s. d. 

No. 



No. 



No. 



No. 1 


No. 1 



No. ! 





52 

1 17 

6 

64 

15 

0 

63 

7 3 

8 

60 1 17 

8' 

62 I 

12 

8' 

61 I 

8 

0 



68 

6 

0 

66 

2 

6 




i 


65 i 1 

3 

6 















!_ 


L 

4 

0 







£2 2 

6 


£ 17 

6 


£7 3 

8 

1 £ 17 

8| 

i i£2 

: 0 

2 

;€ 

8 

0 


£13 9 6 


- 









^ - j 










The total of each column is debited to the individual contract 
accounts, and the figure in the total column is credited to Stores 
Account. There are no credits or transfers in this example. 

The following illustration shows a typical niling of a Contract 
or Job Account:— 


Dr , JOB OR Contract No. Name. Cr 



The factory and office overhead expenses 'will in this case be shown as additions in 
the total column, but in many cases additional columns are reserved on the debit side 
for these items. 
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The significance of the remaining columns in this account will 
be more fully explained later in this chapter. 

In some cases it is desirable to show particulars of the materials 
used on each contract, in addition to the values. If this is to be 
done, the Materials Abstract cannot be used, and it is necessary 
to post the requisitions and credit notes either direct from the 
slips themselves or from a Stores Received and Stores Issued 
Book, the details of each item being shown in the contract accounts 
and the total posted to Stores Account as before; or, v/here 
separate accounts are kept for each class of material, the total 
must be analysed under the various headings and posted to the 
appropriate material accounts. 

Direct Wages. 

The recording of direct wages in cost accounts involves the 
following features :— 

(1) A record must be kept of the time spent by each man 

inside the works, in order to ascertain the wages due 
to him. This may be done by either of the following 
systems:— 

(а) By means of checks or tallies which are removed 

from a board and dropped into a box on 
entering and leaving the works, late comers 
and absentees being noted from the tallies 
still remaining on the board. This system 
is liable to lead to disputes as to times of 
arrival and departure, and is liable to be 
abused by unscrupulous workers, who may 
remove the tallies of other workers who have 
not arrived. 

(б) By means of time-recording machines which 

automatically record the time of arrival or 
departure when the worker inserts his time 
card and depresses a lever. An illustration 
of such a card is given on page 657. 

(2) A record must also be kept of the time spent by each 

man on each job. The ways of doing this vary 
according to the size of the works and the nature of 
the industry concerned. An illustration is given on 
page 658 of a daily Time Sheet, on which the worker 
records the time spent on each job during the day. 
Another widely used method is to employ a separate 
Job Card for each job operated upon by the worker ; 
and to note on the card, either by hand or mechani¬ 
cally, the times of commencing and finishing the job, 
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Separate cards are made out for ‘‘ idle or “ waiting ’’ 
time. In other cases, the foremen are supplied with 
record sheets or books for each workman, upon wlxich 
particulars of the time spent on the various jobs, 
etc., are entered. If wages are paid according to 
the amount of work produced, i.e., on a piece-work 
basis, a piece-work ticket will be used containing 
particulars of the number of articles produced, the 
rate per piece, and the initials of the viewer. 

(3) Each week the total time on the job cards for each man 

is agreed with his time as shown by his time card, 
taking into consideration any waiting '' or “ idle ” 
time. The time cards are then passed to the Wages 
OfiSce for the purpose of preparing wages. 

(4) The total wages paid must be summarised, and for this 

purpose a Wages Abstract may be prepared from the 
job cards, similar in form to the Materials Abstract on 
page 655. The total direct wages thus ascertained 
are credited to Wages Account in the cost ledger, 
while the analysed details are posted to the debit of 
the particular contract or job accounts. 


TIME CARD. 

No . 

Name . 

RnHincr. .. 

' Day. 

i “ A.M.~ 

; F. 

; P.M. 

In. j Out. 

In. j Oirr. Total. 


1 ; 

1 

i A.M. 

1 3- 

1 P.M. 


1 ! 


! 


A.M. 

! Sun. 

j P.M. 


, 



i 


! A.M. 

! P.M. 




i 

1 


1 A.M. 

1 T. 

! P.M. 


1 




■ 1 


1 A.M. 

1 w. 

1 P.M. 

1 A.M. 

Th. 

i P.M. 







1 


! 

1 


! 

1 i 1 


obverse] 


j No... 

I Name 
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TIME SHEET. 

Number of Employee. Date.. 

I Name of Employee. Trade . 


Job Name of Particulars of ' Time. 


No. Customer.; Work Done. 


i^i. i 
l§i| ! 

Ipl : 

6 ^ I« 


Com- Fin- 
mence. ish. 


i 1 

i 

i 1 

1 I Ilf 


1 

1 1 ill 

! i 

1 

1 



Total. 


Rate. 


£ 8. d. 


Signed. 


Foreman, 


Methods of Remuneration. 

A satisfactory system of remuneration must be devised which 
will ensure a fair remuneration to the employee in return for the 
maximw output. The principal methods of remuneration are 
as follows:— 

(1) Time Rate, under which the worker is paid a fixed 

amount per hour, day, or week. This method is 
suitable where delicate and fine quality work, or 
unskilled labouring w^ork, is performed, but in other 
cases it is usually unsatisfactory, as it rewards afi 
workers, good and bad., alike, and offers no incentive 
to the keen worker to turn out more than an average 
output. 

(2) Piece Rate, under which the worker is paid a fixed 

amount for each job, article or operation, regardless 
of the time taken. Provided that there is a strict 
system of inspection to guard against scamped work, 
the employer is rewarded by an increased output 
and the employee' by an increased remuneration. 
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Accurate fixing of piece rates is essential, for if the 
rates are too low the worker cannot earn a fair 
wage, while if they are too high, he will obtain 
excessive earnings. This may tempt the manage¬ 
ment to “ cut ’’ the rate, and thus produce ill-feeling 
among the workers. No incentive is given to the 
workers to work extremely hard and any attempt to 
reduce the rate when times are bad meets with 
considerable opposition. 

(3) Premium Bonus. There are many premium bonus 
methods, but the underlying principle is the same 
in all cases—the sharing between employer and 
employee, in some proportion, of the time saved in 
performing a job or operation as compared with the 
standard time fixed for that job. In this way it is 
possible to offer an incentive to the worker in cases 
where an accurate piece rate cannot be fixed. The 
principal premium bonus methods are :— 

(a) The Halsey-Weir Method .—Under this method 
the worker is paid a bonus calculated as a 
percentage of the time saved as compared 
with the standard time fixed for the job. 
Thus, if a worker whose hourly rate is 2s. 
completes in 8 hours a job for which the 
time allowance is 10 hours, he is paid at 28. 
per hour for the time taken, and if he is to 
be paid a bonus of 50 per cent, of the time 
saved, he will receive additional payment for 
one hour at 2s., maldng his total weges for 
the job 18s. 

(5) The Rowan Method .—A standard time is also 
fixed under this method, but the worker is 
paid for the time taken at his hourly rate 
plus a percentage based on the time saved 
in proportion to the time allowed. Assum¬ 
ing the same figures as in the previous 
example, the worker, having saved 20 per 
cent, of the time allowed, will receive 8 
hours’ wages at 28. plus 20 per cent, of 2s., 
or 8 hours at 2s. 4^,d. = 19s. 2d. (approxi¬ 
mately). 

Direct Expenses. 

Expenses directly chargeable to contracts are notified to the 
cost office by the general office, and are then debited to the 
particular contract account and credited to a Direct Expenses 
Account in the cost ledger. Every possible expense that can 
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be analysed and charged as Direct Expenses should be so treated, 
rather than grouped as General Expenses. In the same way 
materials and wages should, as far as practicable, be charged 
direct to specific contracts or jobs. 


Factory Overhead Charges, 

All the items comprising the Prime Costhaving been 
dealt with, the Factory Overhead Charges, consisting of Indirect 
Materials, Labour and Factory Expenses, have now to be appor¬ 
tioned over the processes, contracts, jobs, etc., in such a way 
that each job, etc., bears an equitable share of the overhead 
charges attachable thereto. It should be remembered that it 
is not possible to ascertain the exact amount of these indirect 
expenses until the periodical financial accounts are drawn up. 
(Consequently, the amount to be charged (sometimes termed 
'' Oiicost is merely an estimated provision based on past experi¬ 
ence and adjusted to meet present ciicumstances. 

The actml indirect expenses are included in the nominal 
accoiiuti in the financial boolts, and it is the works portion of 
these «-xT>€A3es which is included in the general heading Factory 
Overher^i Charges (or Factory Oncost). 

The methods adopted in allocating this portion of the indirect 
expenses vary according to circumstances, but the following are 
the principal:— 

1. Percentage on Prime Cost. Each job is charged with 
an amount which bears the same relation to the prime cost of 
that job as the total indirect expenses bear to the total prime 
cost of all the jobs, the total works expense for a given former 
period X 100 being divided by the total prime cost for the same 
period to give the rate per cent. 


EXAMPLE. 


£ 

Direct Wages .... 40,000 

Direct Materials . . . 50,000 

Direct Charges . . . 10,000 


Prime Cost . . . £100,000 

Factory Overhead Charges . £20,000 


If Factory Overhead Charges are to be recovered as a percentage of prime 
cost, there must be added to the prime cost of each job :— 


20,000 ^ 
100,000 


100 - 20 %. 


This method is simple to apply, but it usually gives in^,ccu^ate 
results, as in the majority of cases no definite relationship exists 
between factory expenses and prime cost figures. It may be 
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applied fairly safely where the products of the concern are more 
or less similar, and where direct labour and direct materials are 
in the same ratio to each other for every job. 

2. Percentage on Direct Wages. This is applied in the 
same manner as the previous method, except that in this case 
the percentage is calculated on the direct wages incurred on 
the job. Thus, assuming the same figures as in the previous 
example, a sum equal to 50 per cent, of the direct wages would 
be added to the prime cost of each job to cover factory over¬ 
head charges. 

This is a satisfactory method when rates of wages are fairly 
even and there are no expensive machines and equipment ; but 
where different rates of wages are in force it tends to overcharge 
work done by highly skilled (and hence highly paid) men and 
undercharge work done by unskilled labour. 

3. Flat Hourly Rate on Direct Wages. The basis for 
this method is the total number of hours worked by the 
employees on the job, process, contract, etc., and the expendi¬ 
ture is charged at a flat rate per hour obtained in the following 
manner. A calculation is made of the total number of hours 
worked by the productive employees during a given period, 
and the total indirect expenditure for that period is divided 
by the total number of hours, thus yielding the required flat 
hourly rate. 

This method is, on the whole, more logical than the two 
previous methods, since it is based on time^ and many expenses 
(e.g., rent, rates and insurance) vary in proportion to time and 
not in proportion to prime cost or direct wages. It cannot be 
used where different departments employ machines and equip¬ 
ment of widely different capital values and running costs, since 
it overcharges hand labour employing inexpensive equipment, 
and undercharges labour using expensive machinery. This 
difficulty is sometimes overcome by employing a series of Hourly 
Rates on Classes of Labour. 

4. Machine Hourly Rate. This method is similar to 
the productive hourly rate, the basis of charge being the 
number of hours the machinery is employed on the job, 
process or contract. Each machine, or group of similar 
machines, should be treated separately, as the hourly costs of 
running the various machines or groups of machines may 
differ considerably. 

In many cases this method Js adopted to cover only those 
expenses which are directly related to the machine, e.g., wear 
and tear, repairs and maintenance charges of the machinery. 
Other departmental expenses, such as rent, rates, lighting and 
indirect wages, are allocated on a different basis][(e.g., by means 
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of a percentage on direct wages). Sometimes, however, the 
whole of the departmental expenses are included in the machine 
hourly rate, in which case each group of similar machines is 
treated as a separate department^ the expenses being allocated as 
follows:— 


(a) Rent, Rates, Heat and Light —in proportion to the area 
or cubic capacity occupied. The different rental 
values of different storeys should, however, be con¬ 
sidered when allocating rent and rates, and whether 
some storeys are continuously lighted, when allocating 
lighting. 

(6) Power —actual consumption determined by h.p. of 
machines or by meter readings. 

(c) Repairs—aciuixl expenditure according to the records 
from the Cost Office. 

Id; Tools —actual consumption per tool-room requisitions. 

(V; Sundry Stores — actual consumption as shown by the 
stores requisitions. 

(/) Dejyreciaiion —calculated separately for each depart¬ 
ment or group. 

(g) Indirect Wages and General Works Services, e.g., store¬ 

keepers, cranemen, etc.—in proportion to total direct 
wages in each operating department. 

(h) Fire Insurance —proportionate to values of buildings 

and plant in each department. 

(i) Workmen's Compensation limirance — from the detailed 

schedule attached to the insurance policy. 

(j) National /n^t^rance—obtauied from the Wages Book, 

in which each department would have a separate 
section, 

{k) Works Management Salaries and Works Clerical Salaries — 
proportionate to the wages in operating departments. 

The following statement shows the allocation of the total 
expenses for four weeks over three departments adopting the 
machine hour rate method:— 
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WORKS EXPENSE ALLOCATION. 


Account. 

Total for 

4 weeks. 
Adjusted as to 
outstanding 
items. 

No. 1 
Shop. 

No. 2 
Shop. 

No. 3 
Shop. 

General 

Factory 

Service. 


£ 

£ 

£ 

£ 

£ 

1. Rent and Rates 

600 

30/0 

200 

260 

50 

2. Electric Power . . 

600 

60 

100 

300 

60 

2. Coal and Gas . . 

200 

60 

100 

20 

30 

3. Depreciation 

600 

100 

200 

300 

,, 

3. Repairs to Build¬ 






ings and Plant . 

760 

75 

160 

460 

76 

3. Tools .... 

100 

20 

30 

60 


2. Sundry Stores— 






Oil, etc. . 

150 

25 

26 

100 i 

. , 

3. Sund^ Labour 

1,000 

1 100 

300 

1 400 ! 

200 

3. Storekeeping . . 

260 

i 60 

100 

100 


3. Superintendence . 

360 

100 

100 

160 

., 

3. Employers’ Liability 


j 




and State Insur¬ 


1 




ance .... 

i 86 

1 

i 16 

! 

20 

40 

10 


I 

1 

1 




MvIilSra'l JDilLl/Urj 

i 





Service £416 , . 

1 £4,586 

686 

1,326 

2,160 

; 416 

(This may fairly be 

1 





allocated on the 






basis of produc¬ 


86 

no 

220 

1 

tive wages in each 






shop.) . . . 

i 

£770 

£1,436 

£2,380 



Total £4,686 


1. Based on space occupied. 2. Based on engineer’s estimate. 

3. Based on actual outlay. 

Assuming that all the machines in No. 1 Shop are of the same type, and 
that the estimated number of working hours for the four-weekly periods is 3,080, 

770 

then the hourly cost of running the machines in No. 1 Shop is ^ =58* and 

a charge of 6s. Od. would be made for every hour during which a job was being 
worked upon by the machines in the shop. Where, however, machines of widely 
different capital values and running costs are included in the same department, 
a separate machine hour rate should be fixed for each group of similar machines, 
or even for each individual machine. In such an event, the total expenses of 
No. 1 Shop (£770) will be apportioned over the machines contained therein on 
exactly the same lines as the total expenses were allocated over the three shops 
in the above Allocation Statement. 

6. A Fixed Amount per Unit or ARTiCTiE Produced. 
This method may be used where a single or a limited variety 
of articles is produced on mass production lines. 


EXAMPLE. 

The total dircct wages for a period amounted to £10,600 and the total factory 
overhead charges for the same period amounted to £5,250. 

Assuming that the “ Percentage on Direct Wages ” method is used, a charge 
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of 60 per cent, will cover the whole of the factory charges. The cost finding on a 
job to date will be as follows:— 


Job or Contract No. . £ 

Direct Materials . .575 

„ Wages . . .186 

„ Expenses . . 23 


784 Prime Cost. 

AM 60 per cent, on Direct 
Wages to cover factory 
charges ... 93 

£877 Factory (or WorJcs) Cost. 


To arrive at the total cost of this job it is then necessary to add a proportion of 
selling and administrative expenses. 

Selling and idminisiration Expenses. The items included under this heading 
ai« imumerated on page 649. To make the example clear, it will be assumed that 
these are be treated as one charge. Unless the industry is one in which selling 
and adiiiinistraiion expenses are heavy, it will usually be found that they can be 
fairly accurately covered by a percentage on the works cost. To complete the 
cost b idiag, therefore, a perc*entage, say 10 per cent., will be added thus :— 

£ 

Factory (or Works) Cost . 877 

AM for selling and adminis¬ 
tration expenses 10 per 

cent, on factory cost . 88 

£965 Total Cost. 


The total cost of the contract or job is £966, and any amount received in 
excess of this will be the profit on the contract. 

The individual items for these establishment charges will be debited to each 
contract or job account, and to complete the double entry the same amounts 
will be credited to an Establishment Charges (or Oncost) Account in the cost 
ledger. 


Work-in-Progress. 

This is the name given to uncompleted work on hand at any 
time. Its value is arrived at in the cost accounts by taking out 
the balances of uncompleted jobs in the Job Ledger, and adding 
to each an appropriate amount in respect of overhead charges. 
As a rule, however, overhead charges are not debited to a job 
account until the job is completed. Consequently, when accounts 
are prepared at the end of a trading period, the charge for over¬ 
head charges on work-in-progress is credited to Overhead Charges 
Account in the cost ledger, and is debited to an Overhead Charges 
Suspense Account ,—not to the particular contract account. At 
the opening of the next period these entries are reversed, the 
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Suspense Account being credited and the Overhead Charges 
Account debited. 

This plan cannot, however, be followed out when there are 
numerous rates in use ; then the correct oncost must be obtained 
from the wages abstract details, or shown on the wages notes 
and summarised similarly to the summarising of wages and 
posted to the Cost Ledger Accounts week by week. 

In valuing work in progress it is usually undesirable to include 
any profit on the work to date, unless the job is in a very advanced 
state, since it cannot be known whether the expenditure to be 
incurred will result in less profit being made than was anticipated 
or even the incurring of a loss. 

Any loss which has been incurred to date, or any loss which 
it is Imown wiU be incurred in the future should, however, be 
adequately reserved for. 

« 

In the case of long contracts extending over a number of years, 
however, it is permissible to add a fair profit. K this were not 
done in the case of a public company it might result in the com¬ 
pany being unable to pay dividends on its capital in those years 
when few contracts were completed. The profits of the company 
might fluctuate widely from one year to another, causing the 
Stock Exchange quotations of the company's shares to fluctuate 
also, and generally acting to the detriment of the company. 

This disadvantage might be overcome by building up, in 
those years in which large contracts were completed aivd the 
profits thereon realised, a reserve for the equalisation of 
dividends in lean years (see page 332), but it is more usual to 
estimate at the close of each accounting period, the profit which 
has been made to date on all contracts which are in a reasonably 
advanced state. 

A very conservative estimate should be made, and usually 
only two-thirds of the profit earned on the value of the work com¬ 
pleted to date, as certified by the architect, should be credited to 
Profit and Loss Account. 

A further reserve is advisable in respect of any \mpaid portion 
of work done and certified (e.g., where, under the terms of the 
contract, a certain proportion 'of each sum certified by the 
architect is not paid immediately, but is retained until the com¬ 
pletion of the contract, i.e., retention money), and full provision 
should be made for any probable contingencies, e.g., strikes, 
rise in price of raw materials, etc. 
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EXAMPLE. 


On Ist April, 1940, Public Contractors Limited commenced to build a new 
Town Hfdl, the contract price being £400,000. The company’s financial year 
ended on 30th September, 1940, on which date the following expenditure had 
been incurred ui connection with the contract:— 


Materials . 
Wages 
Plant. 

Overhead Charges 


£ 

60,000 

42,000 

10,000 

3,000 


Work to the value of £120,000 had been certified on 30th September, 1940, 
of wliich 75 per cent, had been received in cash. Work completed but not 
certified was estimated at £10,600, and materials valued at £6,000 were on hand 
at the site. 

After allo^ving for depreciation at the rate of 10 per cent, per annum on 
Plant, prepare an account showing the profit earned to date, and the amount 
of profit for which the company may take credit in its accounts to 30th September, 
1940. 


Dr. CONTRACT ACCOUNT. Or. 

J(>b No. Town Hall for 

.Corporation. 

Contract Price, £400,000. 


1910 



1 

^ i 

1940 


■ 

. 

£ 

April w> 

Tr> Meterials . 


60,000 

April to 

By Work Certified . 


120,000 

Sept. 

„ Wages 


42,000 

Sept. 



Pkui 


10,000 

Sopt. 30 

„ Work in Progress 

cjd. 

10,600 


„ Overhead Charges 


3,000 

„ Plant [see Note 1] 

cjd. 

9,600 

Sept. vO 

„ Net Profit;— 




„ Materials on Hand 

cjd. 

5,000 

Transferred to P. 


1 






& L. A/o. [see 
Note 2] . 


16,000 





1 

1 

Balance 

cid:\ 

15,000 1 





i 


i £145,000 


i 


£146,000 

Oct. 1 

To Work in Progress 

hid. 

10,600 ! 

i Oct. 1 

By Balance 

hid. 

15,000 


„ Plant. 

hid. 

9,600 ' 






,, Materials on Hand 

bid. 

5,000 i 

I 

i 



__ 

_ ,, _ ^. 

_ 


' . . __' 

_ _ _ _ 


__ 


Notes. —(1) The value of the plant carried down on 30th September is computed 
by deducting 10 per cent, depreciation for six months from the cost of the plant 
debited in the account. 

(2) On balancing the account, a profit of £30,000 is disclosed, of which two- 
thirds (£20,000) might be credited to Profit and Loss Account. As, however, 
only 76 per cent, of the work certified has been received in cash, only £16,000 
(i.e., 76 per cent, of £20,000) should be credited to Profit and Loss Accoimt, the 
balance being carried forward as a reserve. 

DOUBLE ENTRY COST ACCOUNTING 

In the foregoing pages the treatment of the various items 
comprised in the total cost of a job, article or process have been 
dealt with. It is now necessary to consider how the double 
entry is carried out in respect .of every entry in the costing records. 
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In the first place, it is highly advisable for the cost accounts 
to bo kept on complete double entry lines, in order to ensure the 
arithmetical accuracy of the entries therein. The number of 
books of account used will vary according to the size and nature 
of the concern, but the following are usually employed :— 

(1) Stores Ledger. The use of this ledger has already 

been described, and reference should again be made 
to the specimen Stores Ledger account appearing on 
page 652. If all entries have been correctly made 
in this ledger, the total balances at any date will 
represent the value of the stock in hand on that date. 

(2) Stock Ledger. This is similar to the Stores Ledger, 

and records details of the finished stock produced. 
The accounts are debited with finished stock, at 
cost price (the corresponding job accounts being 
credited), and credited with all goods sold from 
stock. The total balances on this ledger at any 
date equal the cost of the finished stock in hand 
on that date. 

(3) Job (or Contract) Ledger. The manner in which this 

ledger is written up has already been described, and 
reference should be made to the specimen ledger 
account on page 655. When the job or contract is 
completed, it is transferred :— 

(i) If for stock, to the debit of a Finished Stock 

Account. 

(ii) If a definite contract, to a Completed Contracts 

Accoimt, which is credited with the agreed 
contract price, in order to show the profit or 
loss on the contract. 

(4) Cost Ledger. This ledger controls the whole of the 

costing system and its contents must be noted with 
great care. Separate control accounts are opened 
for Stores, Work-in-Progress, and Finished Stock, 
their function being similar to that of the adjustment 
accounts opened in the general ledger when it is 
required to make the sales or purchases ledgers self¬ 
balancing. For example, the Stores Control Account, 
which is kept in the Cost Ledger, contains in total 
the whole of the items appearing in the Stores 
Ledger accounts in detail, so that on a given date 
the balance on the. Stores Control Account is equal 
to the total balances in the Stores Ledger. In the 
same way, the Work-in-Progress Account and the 
Finished Stock Control Account serve as control 
accounts for the Job Ijedger and Stock I^edger 
respectively. 
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Finally, in order to render the Cost Ledger self-balancing, and 
to serve as the connecting link between the cost and financial 
accounts, a Cost Ledger Control Account (or General Ledger Adjust¬ 
ment Account, as it is alternatively termed) is opened in the Cost 
Ledger, and is debited and credited with all items appearing in 
the cost accounts which have their origin in the financial accounts. 
It is also credited or debited with the profit or loss appearing in 
the costing records, which, as indicated later, is not necessarily 
the same as that disclosed by the financial records. 

The following example shows the usual accounts appearing in 
the Cost Ledger of a manufacturing concern. 

EXAMPLE. 

The following Trial Balance is extracted from the Cost Ledger of the A.B.C. 


Manufacturing Co., Ltd., as at lat January, 19.. :— jy^. 

£ £ 

Stores Control Account .... 5,(X)0 

Work-in-Progress Account .... 4,500 

Finished Stock Control Account . . . 2,500 

Works Overhead C'hargea Suspense Account . 1,000 

O'^erhead Charges Suspense Account . 200 

Cost Le'lger Control Account . . . 13,200 


£13,200 £13,200 

I'he following is a list of the transactions which have taken place during the 


year to 31 st December, 19.. :— £ 

JStores purchased.. . 12,500 

Carriage inwards on stores purchased .... 250 

Wages paid (Direct, £7,000; Indirect, £1,500) . . 8,600 

Works Overhead Charges paid.2,250 

Office Overhead Charges paid.780 

Selling and Distribution Expenses paid . . . 2,000 

Direct Expenses.750 

Materials used on jobs ...... 12,600 

Indirect materials used.350 

Works Overhead Charges allocated to completed jobs . 4,200 

Do. do. Work-in-Progress. 900 

Office Overhead Charges allocated to completed jobs . 825 

Do. do. Work-in-Progress . 175 

Finished Stock completed during year—at cost . . 15,350 

Contracts completed during year—at cost . . . 10,526 

Do. do. —at contract prices . 11,750 

Finished Stock sold during year—at sale prices . . ' 19,320 

Do. do. —at cost . . . 15,100 

Selling and Distribution Expenses allocated . . . 2,040 


In addition the following totals have been compiled at Slst December, 19. 
from the detailed balances in the Stores, Job and Stock Ledgers:— 

£ 

Stores (checked by actual stock-taking) . . . 4,760 

Finish^ Stock ( Do. ) . . . 2,760 

Work-in-ProgresS.4,000 

From the foregoing particulars, write up the Cost Ledger of the A.B.C. 
Manufacturing Co., Ltd., for the y^ar ended Slat December, 19.., and extract a 
Trial Balance as at that date. 
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Dr. STORES CONTROL ACCOUNT. Or. 


19.. 


£ 

19.. 


£ 

Jan. 1 

To Balance h/d. . 

6,000 

Deo. 31 

By Work-in-Progress A/c., 


Dec. 31 

„ Cost Ledger Control A/o., 


materials used on jobs . 

12,600 


stores purchased . 

12,500 

,, ,, Works Overhead Chaiiges 


»» 

„ Do., Carriage inwards on 


A/c., indirect materials 



stores purchased . 

260 

used .... 

350 




„ 1 „ Do., DiiTerence on Stores 






A/cs. written off 

60 





„ Balance cfd. . 

4,760 



£17,760 



£17,760 

19.. 

] 

— 



--- 

Jan. 1 

To Balance bjd. . 

4,760 

i 





Dr. WORK-IN-PROGRESS ACCOUNT. Or. 


19.. 


£ 1 

19.. 

i 

i £ 

Jan. 11 

To Balance b/d. . 

4,600 ' 

Dec. 31 

By Finished Stock Control 


Dec. 31 

„ Stores Control A/c., ma- 



A/c., stock finished dur- 



« terials used on jobs . | 

12.600 ; 


ing year 

15,360 

1 

,, Wages Control A/c., direct! 

1 


„ Completed Contracts A/c., 



wages incurred . . | 

7,000 i 


Contracts completed 



,, Cost Ledger Control A/c., j 



during year 

10.626 


direct expenses . 

750 

„ 

„ Balance c/d. . 

i 4,000 


„ Works Overhead Charges 






A/o. 

4,200 ; 




” 1 

,, Office, Do. . . . 1 

1 826 j 



1 



£29,876 I 



1 £29,876 

19., 


1-—- - 



1 — 

Jan. 1 

To Balance b/d. . 

i 4,000 

( ' 




Dr. 

FINISHED STOCK CONTROL ACCOUNT. 

Cr. 

19.. 


£ 

i 19.. 


£ 

Jan. 1 

To Balance b/d. . 

2,500 

Dee. 31 

By Cost of Sales A/c., finished 


Dec. 31 

„ Work-in-Progress A/c., 



stock sold during year 

16,100 


finished goods passed 


,, 

„ Balance c/d. . 

2,760 


into stock during year 

16,350 






£17,860 



£17,850 

19.. 






Jan. 1 

To Balance b/d. . 

2,750 

1 




Dr. 

WORKS OVERHEAD CHARGES SUSPENSE ACCOUNT. 

Cr. 

19.. 


£ i 

i 19.. 


£ 

Jan. 1 

To Balance b/d. . 

1,000 i 

! Jan. 1 

By Works Overhead Charges 




_ _____! 

■i 

> 

! A/c. 

1,000 

Deo. 31 

To Works Overhead Charges 



1 



A/c. 

900 

i Dec. 31 

] By Balance c/d. . 

900 

19.. 



1 

1 

1 


Jan. 1 

To Balance b/d. . 

i 900 

, 


1 
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Dr. OFFICE OVERHEAD CHARGES SUSPENSE ACCOUNT. Or. 


19.. 


£ 

19.. 


£ 

Jan. 1 

To Balance b/d. . 

200 

Jan. 1 

By Office Overhead Charges 






A/c. 

200 

Dec. 31 

To Office Overhead Charges 






A/c. 

176_ 

Dec. 31 

By Balance c/d. . 

176 

19.. 






Jan. 1 

To Balance b/d. . 

175 




Dr. 

WORKS OVERHEAD CHARGES ACCOUNT. 

Or. 

19.. 


£ i 

19.. 


£ 

Jan. 1 

To Works Overhead Charges 


Dec. 31 

By Work-in-Progress A/c., 



Suspense A/c. 

1,000 , 


charges made against 


Dec. 3J 

,, Wages Control A/c,, in- 



completed jobs or con- 



direct wages incurred . 

1,500 


tracts 

4,200 


„ Cost Ledger Control A/c., 



,, Works Overhead Charges 



expenses for year 

2,250 


Suspense A/c., charges 


„ 

„ Stores Control A/o., in- 



made against uncom- 



direct materials used . 

350 


pleted jems or contracts 

900 


„ Do., d.'jJer';nce in stocks . 

60 


„ Costing Profit and Loss 






A/c.,under-allocation of 






overhead charges 

60 



£6,150 



£5,160 

Dr. 

OFFICE OVERHEAD CHARGES ACCOUNT. 

Or. 

19.. 1 


£ 

19.. 


£ 

Jan. 1 ; 

To Office Overhead Charges 


Dec. 31 

By Work-in-Progress A/c., 



Suspense A/c. 

200 


charges made against 


Dec. 31 

„ Cost Ledger Control A/o., 



completed jobs or con- 


1 

1 

expenses for year 

780 


tracts 

i 825 

,, ' 

,, Costmg Profit and Loss 


,, 

„ Office Overhead Charges 



A/c., over-allocation of 



Suspense A/c., charges 



overhead charges 

20 


made against uncom- 


1 




pleted jobs or contracts 

175 

i 

i 


£1,000 



£1,000 

i 

Dr. 

SELLING AND DISTRIBUTION EXPENSES ACCOUNT. 

Or. 

19.. 


£ i' 10.. 


£ 

Dec. 31 

d’o Cost Ledger Control A/o., 


Dec. 31 

By Cost of Sales A/c., selling 



selling, etc., expenses j 


and distribution ex- 


1 

for the year 

2,000 


penses charged during 


»» 

,, Costing Profit and Loss 1 


the year . 

2,040 


A/c., over-allocation of 






overhead charges 

40 






£2,040 



£2,040 
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Dr. 


WAGES CONTrROL ACCOUNT. 


Cr. 


19.. 


£ 

19.. 


£ 

Dec. 31 

To Cost Ledger Control A/o., 


Dec. 31 

By Work-in-Progress A/c., 



wages for the year 

8,500 


wages incurred on jobs 






and contracts 

7,000 




99 

„ Works Overhead Charges, 




I 


A/o. 

1,600 



£8,600 



£8,600 

Dr. 

COMPLETED CONTRACTS ACCOUNT. 

Or. 

19,. 


£ 

19.. 


£ 

Dec. 31 

To Work-in-Progress A/c., 


Dec. 31 

By Cost Ledger Control A/c., 



contracts completed 



contract prices of con- 



during year 

10, 


tracts completed during 



„ Costing Profit and Loss 



year .... 

11,750 


A/c., profit for year 

1,225 





t 

£11,760 



£11,750 

Dr. 

COST OF SALES ACCOUNT. 

Cr. 

19.. 


£ 

19.. 

i 

£ 

Dec. 31 

To Finished Stock Control 


: Dec. 31 

By Cost Ledger Control A/c., 



A/c., finished stock sold 



1 sales for year at sale 



during year 

1 16,100 


prices 

19,320 


,, Selling and Distribution 






Expenses A/c., charges 






made during year 

2,040 





„ Costing Profit and Loss 






A/c., profit for year 

2,180 






£19,320 

1 


£19,320 

Dr. 

COSTING PROWT AND LOSS ACCOUNT. 

Or. 

19.. 


£ 

19.. 


£ 

Dec. 31 

To Works Overhead Charges 


Dec. 31 

By Completed Contracts .\/o., 



A/c., amount under- 



profit on contracts com- 



allocated during year . 

60 


pleLed during the year 

1,225 


„ Cost Ledger Control A/c., 


„ 

„ Cost of Sales A/c., profit 



net f)rofit transferred . 

3,416 


on finished stock sold 






during the year . 

2,180 




„ 

„ OflBce Overhead Charges 






A/c., amount over-allo- 






cated during year 

20 





„ Selling and Distribution 






Exj>euses A/c., amount 






over-allocated during 






year .... 

40 



£3,466 



£3,466 

.... _ 

____ ____ 


_ 


_ 
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Dr, COST LEDGER CONTROL ACCOUNT. Cr, 


19.. 


£ 

19.. 


£ 

Dec. 31 

To Cost of Sales A/c., sale 


Jan. 1 

By Balance hid. . 

13,200 


price of finish^ stock 


Dec. 31 

„ Stores Control A/o., stores 



sold during year . 

19,320 


purchased . 

12,600 


„ Completed Contracts A/c., 


»> 

„ Do., carriage inwards on 


contract paces of con- 



stores purchased. 

250 

tracts completed during 


>1 

„ Wages Control A/c., wages 


' year .... 

11,760 


paid as per pay-roll for 



„ Balance cjd. . 

12,676 


year .... 

8,600 





„ Works Overhead Charges 






A/c., expenses for year 

2,260 




! „ 

„ Office Overhead Charges 






A/c., expenses for year 

780 





' „ Sellmg and Distribution 




1 


Expenses A/c., expenses 






for year 

2,000 



1 

fy 

j „ Work-in-Progress A/c., 






direct ex{)en8es . 

750 





„ Costing Profit and Loss 

1 




A/o., net profit for the 




j 

year .... 

3,415 

I 

£43,6^ 



£43,646 

i 


19.. 


i 

1 


Jan. 1 

By Balance h/d. . 

12,676 


_ _ _ _ _ _ 

1 

_ -J 

L ___ 

■ . . 


TRIAL BALANCE 


As AT 31st December, 19.. 

Dr. 

Cr. 


£ 

£ 

Stores Control Account. 

4,760 


Work-in-Progress Account .... 

4,000 


Finished Stock Control Account 

2,760 


Works Overhead Charges Suspense Account 

900 


Office Overhead Charges Suspense Account 

Cost Ledger Control &count .... 

176 

12,676 


£12,576 

£12,676 

Notes. 


- 


(1) On writing up the Stores Control Account a difference of £60 is revealed. 

In the absence of further information it is assumed that the book 
values in the Stores Ledger were found to bo £50 in excess of the 
actual values as revealed by the stock-taking, and that they have 
been adjusted to the actual values. Consequently the Stores 
Control Account in the Cost I.iedger must be similarly adjusted to 
make the balance on this account equal to the detail^ balances in 
the Stores Ledger. This is done by transferring the shortage to 
the debit of Works Overhead Charges Aocoimt, since it represents, 
in effect, an adflitinnal indirect expense. [If, however, the shortage 
were of an abnormal rature, it would be preferable to transfer it 
to the debit of Costing Profit and Loss Account.] 

(2) Separate Work-in-Progiesfi Accounts could be opened in respect of 

special contracts undertaken, and articles manufactured for stock. 
There is not, however, sufficient information to enable this to be 
done in the jpresent example. 

(3) Stocks of finished goods include an eq^uitable proportion of works and 

office overhead chargee, but not sellmg and distribution expenses, as 
these are attachable only to stock which has actually been sold. 

(4) It is assumed that the contracts undertaken do not extend over a 

very lengthy period, and the question of estimated profit on uncom¬ 
pleted contracts has therefore been ignored. 








DOUBLE ENTRY COST ACCOUNTING 


673 


Agreement of Cost and Financial Accounts. 

As stated on page 645, it is desirable that the results shown in 
the cost accounts should agree with those shown in the financial 
books, and it is now necessary to consider how this is accom¬ 
plished, For various reasons the two profits rarely agree at the 
outset. Certain items, such as materials specially purchased for 
certain jobs, and direct expenses and wages, should agree exactly, 
but in other directions diflferencee are almost inevitable. For 
example :— 

(1) Closing Stocks may be valued on different bases in the 

two sets of accounts. Thus, stocks of raw materials 
are normally valued at “ cost, or current market 
price, if lower ” in the financial accounts, but may 
be retained at cost in the cost accounts, although 
the market value may have fallen. 

(2) The charges made in the cost accounts for overhead 

charges are based on the expenses and production of 
a previous period, adjusted to the estimated fore¬ 
casted expenses and production of the subsequent 
period. It is most unlikely that the actual expenses 
incurred and the volume of production wiU exactly 
equal the estimates made in respect thereof. Any 
large discrepancies should be investigated carefully, 
as they may indicate the necessity for a revision 
of the rates used. 

(3) Certain items may appear in one set of accounts only. 

Thus, appropriations of profit, such as Income Tax 
and Sinking Fund instalments for the redemption of 
Debentures, and excessive provisions for deprc^ciation 
and bad debts, may appear in the financial accounts, 
but not in the cost accounts, as they do not form 
part of the normal cost of a firm’s products. Con¬ 
versely, obsolescence of plant and machinery may be 
taken into accoimt in the costing records, but may 
not appear in the financial records until the loss has 
been actually suffered. 

In order to reconcile the profits shown by the two sets of 
accounts, the different classes of expenses are compared and any 
differences noted. A Reconciliation Statement is then prepared, 
beginning with the profit shown by the cost accounts and ending 
with the profit shown by the financial accounts. To facilitate 
this reconciliation, certain minor modifications of the financial 
accounts may be effected. For instance, separate accounts may 
be opened in the financial Nominal Ledger in respect of Direct 
and Indirect Materials purchased, and Direct and Indirect Wages 
paid ; a special account may be opened for Direct Expenses 
incurred ; the sub-division of expense accounts between Works, 
Administration, Selling and Distribution may be made to follow 
y 
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the lines employed in the cost accounts; and so forth. These 
modifications, although they do not interfere in any way with 
the preparation of the financial accounts, will assist considerably 
in reconciling the two net profit figures. 

EXAMPLE. 

The financial Trading and Profit and Loss Accounts of the Acme Manufactur¬ 
ing Co., Ltd., for the year ended 31st December, 19.., are as follows:— 

TRADING AND PROFIT AND LOSS ACCOUNTS 


Dr, Fob the Year ended 31st December, 19.. 

Cr. 


£ ;i 

£ 

To Materials Consumed 

25,650 By Sales .... 

62,225 

„ Carriage Inwards . 

676-! 


„ Direct Wages 

17,265 II 


„ Works Expenses . 

6,360! 


,, Gross Profit c/d. . 

12,496 ii 

i| 



£62,225 1 

£62,225 


£ |l 

£ 

T.: Admi:)istrMtion Expenses 
„ S.'lling and Distributive 

2,378 i By Gross Profit hjd , . 

12,495 

E:;penfies . . . 1 

; 3,682 Ii 


„ Debenture Interest 

600; 


,, Net Profit for the year . ! 

6,036 II 

i 



£12,495 i; i 

£12,495 


The net profit shown by the cost accounts for the year is £6,645. Upon 
detailed comparison of the two sets of accounts, it is found that: 

(i) The amounts charged in the cost accounts in respect of overhead charges 

are as follows :— £ 

Works Overhead Charges.6,126 

Office Do. .2,476 

Selling and Distribution Expenses . . . 3,600 

(ii) No charge has been made in the cost accounts in respect of Debenture 

Interest. 

The net profits shown by the two sets of accounts may be reconciled as 


follows:— £ 

Profit as shown by the Cost Accounts . . . . . 6,646 

Add: Office Overhead Charges ovor-allocatod [£2,476 ~ £2,378] . 97 


6,760 

Deduct : Works Overhead Charges under-allocated £ 

[£6,360-£6,1261 . 226 

Debenture Interest not charged in the Cost 

Accounts.600 

— 726 


Profit as shown by the Financial Accounts.£6,036 






DOUBLE ENTRY COST ACCOUNTING 


075 


Standard Costing. 

Under this method the cost of an article manufactured under 
normal or given conditions is taken as the standard cost against 
which actual costs on subsequent operations can be compared. 
Thus, the standard cost of the materials used, the wages incurred 
in transforming the material into the finished product and the 
overhead charges attachable to the article, are predetermined, 
and by comparison of the actual cost with the standard cost, 
the cause of any difference may be ascertained, thus enabling the 
management to take prompt steps to remedy any manufacturing 
inefficiencies which may thus be revealed. 

Standard costing methods are most suitable to industries in 
which production is continuous and uniform (e.g., paint and 
varnish works) or where a comparatively limited variety of 
articles is manufactured on mass production lines (e.g., a motor 
car ipanufacturer). They cannot be adopted with any great 
degree of success where jobs of a distinct and non-recurring 
nature are undertaken (e.g., a motor repair garage). 

The chief advantages secured from the use of standard costs 
may be summarised as follows :— 

(1) Actual performance is easily compared with the pre¬ 

determined standards, showing separately the profit 
or loss in the different units of manufacture. 

(2) Any variations from standard can be detected in 

detail. Inefficiencies of labour, use of materials, 
etc., are thus easily discovered. 

(3) Gains and losses due to variations in cost of raw 

materials, as distinct from variations due to improve¬ 
ment or inefficiency in manufacture, are revealed. 

(4) The effect on cost of variations in rates of labour, 

volume of production, overhead expenses, etc., are 
shown at short intervals. 


This information enables the management to see whether the 
departments, etc., are working economically, and are maintaining 
the most remunerative output. It also serves as a guide to 
whether prices may be reduced to meet competition. 

The method of fixing a standard for each element of cost is 
briefly set out below :— 

(1) Materials. —Standard cost is settled having regard 
for current rates, and those of the immediate future. 
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Allowance must be made for waste, scrap and any 
by-products. If a regular discount of, say, 5% 
is received on purchases of the main product this 
is sometimes taken into account. A price book 
showing standard costs should be compiled but 
care should be taken to see that this is constantly 
revised and brought up to date. 

(2) Labour. —All the detailed operations should be settled 

and a labour rate fixed for each of these. This may 
be based on piece-work or time rates, whichever 
are used, and settled by test or experience. Care 
should be taken to make duo allowance for any 
bonus paid, idle time, special contingencies (e.g., 
payments made for time lost while sheltering during 
air raids), etc. 

(3) Overheads. —The overhead expenses for each depart¬ 

ment, or in some cases for each machine, should be 
budgeted for a period of, say, six months. A 
standard rate or percentage can then be calculated. 
This rate may be a percentage of prime cost, wages, 
or materials, or may be based on machine-hours, or 
direct labour-hours. 

When comparing the actual costs with the standard costs, it 
will, of course, be necessary to take into consideration any 
deviation from normal working conditions and any other factors 
affecting the standard figures, viz.:— 

(a) Alterations in the cost of material and labour rates ; 

(b) Breakdown in machinery and stoppages due to any 

abnormal causes; and 

(r) Effects of supernormal and subnormal volumes of 
production on items of fixed overheads. 


Uniform Costing Systems 

If all the concerns in a particular branch of industry (e.g., in 
the boot and shoe industry) could arrive at a standardised 
system for ascertaining the costs of their products, it would 
enable the industry to set up a standard against which the results 
of each individual firm could be measured, and the pooling of 
costing data and results would enable the industry to base its 
prices upon accurate costs which would leave a reasonable margin 
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of profit to each firm, instead of each firm endeavouring to secure 
trade by indiscriminate cutting of prices. This much granted, 
however, there remain considerable practical difficulties to be 
overcome. Mutual confidence is necessary if firms are to pool 
their data and results for the common good. 

Even among firms in the same industry, different methods of 
production may exist (e.g., one firm may carry out every process 
on the raw material, whereas a second firm may obtain the 
material in a partly-processed state from outside suppliers). 
Moreover, numerous debatable points in costing practice arise 
which call for uniform treatment if the costing results are to be 
at all comparable as between one firm and another. Examples of 
such points are given below :— 


(а) The bases for the apportionment and allocation of overheads. 

(б) The exact definition of Direct ” and “ Indirect ” materials, and the 
« various items which shall be included under each head. 

(c) What items shall be regarded as factory as distinct from administration 

expenses. 

(d) How expenses of administration, distribution and selling are to be 

dealt with, i.e., the basis of recovery rates. 

(e) What rates of depreciation shall be applied to plant, machinery and 

equipment. The division of plant and machinery into classes, for 
the purpose of fixing depreciation rates for each class. 

(/) Whether interest on capital is to be included, and, if so, on what basis. 

(g) What rent charge is to be made for buildings if leasehold, or if owned 
by the company. 

(A) The demarcation between productive and non-productive wages. 

(i) The method of valuing stock of finished goods and work-in-progress. 


The question also arises as to what organisation can be set 
up to prepare the comparative statistics for tlie use of those 
adopting the uniform system. Usually some form of central 
bureau is set up. Privacy of individual data and confidence in 
the central bureau are essential factors. In order to maintain 
secrecy the figures in the comparative statements compiled by the 
central bureau might be shown in percentage form and the names 
of the companies should ?iot be indicated in connection with the 
figures disclosed. 

The British Master Printers’ Costing System was the first 
serious attempt in this country at devising a uniform system of 
costing which could be apphcable to all firms in the same industry, 
and this system has attained a considerable degree of success. 
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SINGLE COST ACCOUNTS 

Examples are appended of the cost sheets of— 

(1) A Colliery. (2) A Biscuit Factory. (3) A Brewery. 

Many of these sheets are compiled in columnar form to admit 
of comparison with other periods, and where they are compiled 
weekly or monthly, they are usually summarised at the end of 
the trading period for comparison and reconciliation with the 
financial accounts as previously indicated. 

It should be noted that the figures in the examples of cost- 
sheets and statements on this and subsequent pages are merely 
illustrative and are not indicative of current costs and prices. 


COLLIERY COST SHEET. 
Week ended lOM March, 19.. 
Coal raised, 1,500 saleable tons. 
Previous Week, 1,800 saleable tons. 










Cost 

per 

ton— 

U ndergromd — 

Ciiiliers’ \V’'agca 


£ 

B. 

d. 

Cost per ton. 

£ 8. d. 

Previous 

week. 

£ 8. (L 


l,()0() 

0 

0 

0 

13 

4 

0 

13 

2-5 

Checkmg 


130 

0 

0 

0 

1 

8-S 

0 

1 

8-5 

Roads . 

• 

40 

0 

0 

0 

0 

(>•4 

0 

0 

G-3 

Sundrj^ Wage-s 


.30 

0 

0 

0 

0 

4-8 

0 

0 

4-7 

Pitwood 


140 

0 

0 

0 

1 

10-4 

0 

1 

10 

Stores . 


164 

0 

0 

0 

2 

0-6 

0 

2 

0 

Haulage 


96 

0 

0 

0 

1 

3-2 

0 

1 

3*6 

Surface Costs — 











Piekers nnd Labourers 


,500 

0 

0 

0 

6 

8 

0 

0 

8 

Blacksmiths . 


40 

0 

0 

0 

0 

0-4 

0 

0 

6-2 

Pumpmen 


75 

0 

0 

0 

1 

0 

0 

1 

0 

Winding 


35 

0 

0 

0 

0 

5-G 

0 

0 

5-0 

Weighing 


30 

0 

0 

0 

0 

48 

0 

0 

4-8 

Other W ages 


20 

0 

0 

0 

0 

3-2 

0 

0 

34 

Stores . 


120 

0 

0 

0 

1 

7-2 

0 

1 

6-4 

Horsekeep . 


66 

0 

0 

0 

0 

8*8 

0 

0 

8-7 

Distribution Goats — 











Truck Hire , 

1 

’ 

! 110 

0 

0 

0 

1 

6-6 

0 

1 

4-6 

Carriage 


^20 

0 

0 

0 

6 

7-2 

0 

6 

7 

Establishment and other cfiarges — 
Royalties .... 

30 

0 

0 

0 

0 

4-8 

0 

0 

4*8 

Rates and Insurances 

, , 

23 

0 

0 

0 

0 

3-7 

0 

0 

3*7 

General Expenses . 

, , 

15 

0 

0 

0 

0 

2-4 

0 

0 

2-3 

Commission and Discount 

46 

0 

0 

0 

0 

7-2 

0 

0 

7*2 

Depreciation 

• 

30 

0 

0 

0 

0 

4*8 

0 

0 

4*4 



£3,137 

0 

0 

£2 

1 

9-9 i 

£2 

1 

4;6 







SINGLE COST ACCOUNTS 


679 


BISCUIT RETURN-CRACKER DEPARTMENT* 
Date — May, 19.. 

No. 15 Crackbb. 


Ovens—No. 5 

f* it 7 


49J hours. 
49| „ 

49| „ 


trials— 

lbs. 

(S), 

£ 

s. 

d. 

Flour .... 

. 8,400 

35/- 8ii,ck 

52 

10 

0 

Shortening . 

140 

72/- cwt. 

4 

10 

0 

Sugar .... 

35 

54/- cwt. 

0 

16 

m 

Other ingredients 

14 


0 

5 

0 


8,589 11)8. 


58 

1 

m 

Less value of waste 

700 „ 

4/- cwt. 

1 

5 

0 




5G 

IG 

lOJ 


MADE—C*5f»0 tins«=70 ewt. 


Wagei— 

Oven Hands 
Paokin^,^ 

Labelling . 

Machine Oven Expenses— 

Heating 

Ureasing Plates . 
Power and Lubrication 
Repairs 
Depreciation 


General Works Expenses— 

(Department Allocation)— 

Re-tinning Dcpart-mont 
Repairs to Plant .... 
Rent, Rates, Insurance, etc. . 
Depreciation—Engine, etc. . 

Salaries and Indirect Wages at Works 


10 0 0 
7 0 0 
1 10 0 


22 5 0 
4 10 0 
3 5 0 
1 2 6 
G 0 0 


Cost 
per cwt. 
£ 8. d. 


18 10 0 0 5 


- 37 2 6 0 10 7i 


3 2 G 

2 7 0 

4 2 0 
1 17 G 

10 12 G 

-22 1 G 0 6 4 


Selling and Administration Expenses— 

(Proportion)— 

Travellers’ Salaries and Commission 
Carriage ..... 
Renewal of Cases and Tins . 
Advertising .... 
Salaries and OtKco Expenses . 


12 2 6 
15 10 0 
7 15 0 
10 0 0 

5 14 0 51 1 G 0 14 7 

£185 12 4i £2 13 0^ 


Quantity—Cost per cwt. 


£2 13 0.1 


The next illustration is given in the form of a fully worked 
answer, which should be carefully studied. 
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EXAMPLE. 

From the following particulars of the “ Audit Ale ” Brewery, Ltd., at Slst 
December, 19.., viz.:—Wages, £5,650; coal and oil, £5,087 lOs.; cooperage, 
corks, and shives, £1,850; malt, £20,360; hops, £5,550; beer duty, £132,275 ; 
water, £462 lOs.; rent, £2,775; by-products, £1,850; sugar finings, etc., £7,400; 
repairs, £1,387 10s.; depreciation, £462 lOs.; selling and distribution expenses, 
£14,260; stock of beer (Ist January), £9,800 (2,000 barrels); stock of beer 
(Slat December), £4,900 (1,000 barrels); beer sales, £243,200 (38,000 barrels); 
beer brewed, 37,000 barrels, prepare accounts showing— 

(a) Prime cost per barrel. 

(h) Total cost per barrel. 

\c) Profit per barrel. 


PRODUCTION STATEMENT. 
Ybar ending 31st Deo., 19.. 


Total Beer Brewed^ 37,000 Barrels. 

Total Cost. 


Cost 

Per Barrel. 

MifFRIALS USBD— 

£ 

B. 

d. 

£ 

B. 

d. 

Malt. 

20,360 

0 

0 

0 11 

0 

. 

6,560 

0 

0 

0 

3 

0 

Sagnr Fiam^:3, etc. ...... 

7,400 

0 

0 

0 

4 

0 

Duoy ....... 

132,275 

0 

0 

3 

11 

6 

Wa .er . 

462 

10 

0 

0 

0 

3 


166,037 

10 

0 

4 

9 

9 

urcceeds from sale of by-products 

1,860 

0 

0 

0 

1 

0 

Cost 0 * Materials used ..... 

164,187 

10 

0 

4 

8 

9 

WaGE3. 

6,650 

0 

0 

0 

3 

0 

Prime Coat of Production ..... 
Breweby Expenses — 

169,737 

10 

0 

4 

11 

9 

Coal and Oil. 

6,087 

10 

0 

0 

2 

9 

Cooperage, corks, and shives .... 

1,850 

0 

0 

0 

1 

0 

Rent. 

1 2,776 

0 

0 

0 

1 

6 

Repairs ........ 

1 1,.387 

10 

0 

0 

0 

9 

Depreciation. 

462 

10 


0 

0 

3 

TotoZ Coat of Production ..... 

£181,300 

0 

oi 

£4 

18 

0 


BREWING ACCOUNT. 


l)r. Fob thb Yeas ended 31st Deo., 19.. Cr, 



Total. 

Per Barrel. 


Total. 

Per Barrel. 


1 £ 8. d. 

£ s. d. 


£ 8. d.i 

£ 8. d. 

To Materials used 

1^4,187 10 0 

4 8 9 

By Balance transferred to 



„ Wages .... 

5,650 0 0 

0 3 0 

Trading Account 

181,300 0 0 

4 18 0 

„ Brewery Bipenaea . 

11,682 10 0 

0 6 3 





£181,800 0 0 

JW 18 0 


£181,300 0 0 

£4 18 0 
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TRADING ACCOUNT. 

Dr. For thb Ybar bndbd SIst Dec., 19.. Or. 


To stock at let Jan. 

„ Cost of Produc¬ 
tion 

„ Selling and Dis¬ 
tribution Ex¬ 
penses . 

„ Balance, Profit . 

Barrels. 

2,000 

S7,000 

Total. 

£ s. d. 
9,800 0 0 

181,300 0 0 

14,250 0 0 
42,760 0 0 

Per Barrel, 
fi s. d. 

4 18 0 

0 7 6 

1 2 6 

By Sales 

„ Stock, 3l8t Deo. 

Barrels. 

38,000 

1,000 

Total. 

£ 8. d. 

243,200 0 0 
4,900 0 0 

Per Barrel 
£ 8. d. 

0 8 0 


39,000 

£248,100 0 0 

£6 8 0 

39,000 

£248,100 0 0 

£6 8 0 

i 





note.—I t will be observed that the figures in the “ Per Pairel ” column in respect of Selling and 
Distribution Expenses and Profit are computed by reference to the number of barrels sold. 


JOB COST ACCOUNTS 

To show the main features of this class of account, examples 
are subjoined of— 

(1) Printer's cost sheet. 

(2) General outline of boot manufacturer's system (depart¬ 

mental costs). 

(3) General outline of clothing manufacturer's system. 

PRINTER’S AND PUBLISHER’S COST SHEET. 

Order No. 917. Date, Sth June, 19.. 


Description —1000 copies, “ Something for Nothing.” 


Particulars. 

Depart¬ 

mental 

Details. 

i 

i 

1 

Depart¬ 

mental 

Totals. 


Totals. 

Printing Department. 

£ 

B. 

d. 

£ 

s. 

d. 

£ 

s. 

d. 

Materials : Paper . 

210 

0 

0 







Ink 

31 ilO 

0 









— 

— 

241 

10 

0 




Labour : Compositors . 

164 

0 

0 







Proof Readers 

31 

10 

0 







Printers 

63 

0 

0 











258 

10 

0 




Works Overheads at 40 per cent, on £500 . 


200 

0 

0 








■ 



700 

0 

0 

Binding Department. 











£ 

s. 

d. 







Materials ; Boards . 

62 

7 

6 







Leather 

56 

3 

0 







Cloth . 

79 

4 








Eudleaves 










Gold . 

- 

- 








Sundries 

19 

8 

6 









— 

—' 

217 

3 

6 




Labour : Folding 

6 

4 

0 







Sewing . 

4 

1 

2 







Cutting . 

4 

9 

6 







Binding 

16 

1 

4 







Finishing 

6 

3 

0 





1 



..j- 

— 

— 

35 

19 

0 


1 


Works Overheads at 35 per cent. 

on £253 2s. 6d. 

88 111 

10 


i 









341 

! 14 

4 

Office Overheads at 12| per cent, on £1,041 148. 4d. . 



130 

i 4 

3 








£1,171 

1 18 

7 


Y* 


Cost per copy . 


£1 38. 6d. 
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Boot Manufaeturer’s Costing. 

In boot manufacturing there are several departmental 
processes for which separate costs must be ascertained before 
the final cost sheet can be prepared. For example, the skins 
from which the uppers are cut vary in size and quality, and the 
cutter or “ chcker'' obtains a variable quantity of the different 
parts, legs, goloshes, etc., from each skin. Similarly, with the 
sole leather, the bends or butts produce a variable quantity of 
soles, heels, and “ rough stuff,'" the latter being used for building 
up the heels or other parts. 

For these operations, a “ Production " statement is prepared 
in the following or similar manner :— 


Dr. PRODUOTION STATEMENT (Skins). Cr. 



£ 8. d. 


’() Mp.t^rial«-- 


By Production— 

... S<<iiisGlac^, 


... Goloshes @ . 

rto.) <3 


... Legs @ 

, Wu, 

£ 

... Toecaps @ . 

... Back Straps, etc., @ 

! 1 

i i 

1 


The account is credited with the proportionate value of the 
finished article, and the balance will be either a “ profitor 
“ loss " on production. Usually there is a sliglit profit, but so 
much depends upon the quality of the skin. 

A similar statement is prepared for the Sole Leather, the 
statement being debited with the value of the butts, bends, etc., 
and wages paid, whilst it is credited with the proportionate 
value of the articles produced. 

For the Closing " room, where the various parts for the 
** uppers " are assembled and sewn, the production statement 
is debited with the value of the different parts and wages 
paid, whilst it is credited with the value of the completed 
“ uppers." 

Production statements are also compiled for other processes, 
including those of the making and operating room, where the 
sole, etc., is attached to the upper and the boot is actually made ; 
and of the “ finishing" room, where various small processes 
are undergone before the boot is in a fit condition for sale. Each 
of these departments compiles a production statement, daily 
or weekly, showing the operating cost in each case. Finally, 






JOB COST ACCOUNTS 


683 


these statements are amalgamated and reconciled with the 
financial accounts. 

In the boot and shoe industry, production is initiated by means 
of a production order from the works manager or Planning 
Department to produce a batch ’’ of (say) 100 pairs of a certain 
type of boot or shoe. This “ batch ” is allotted a Job (or Pro¬ 
duction) Order Number, and is treated as a “ job for costing 
purposes, a separate cost summary being compiled for each 
order,” as shown in the following example :— 

COST SUMMARY. 


PnoDUOTiON Order No ;— 103. 


Date, Vith February^ 10., 


^1,000 pairs Men’s Box-calf Shoes, 
DKSORin’ioN. I No. 6473 b 


Materials— 

£ 

8. d. 1 

£ 

8. 

d. 

Uppers. 

. 115 

10 , 0 ; 




Trimmings ..... 

67 

7 6 




Bottom stuff ..... 

16 

3 8 




Grindery ...... 

31 

15 0 





— 

— 

230 

16 

2 

Wages (where not included in price of Materials, 

! 




e.g., Uppers, etc.) .... 

. 179 

6 4 ' 

179 

6 

4 

Factory Overheads at 40% on £410 2s. 6d. 



164 

1 

0 

Office Overheads at 10% on £574 38. 6d. 

• 

• 

57 

8 

4 




£631 

_ 

111 

10 

£ 8. 

d. 





Average Cost per pair , . 0 12 

7-6 





Selling price . . . . 0 15 

6 

r 





Clothing Manufacturer’s System. 

The following is a general outline of a clothing manufacturer's 
costing system. Each job is separately booked to the ‘‘ cutter- 
out,” who is supplied with the necessary cloth, accompanied by 
an instruction sheet (Form 1). The unmade garment is par¬ 
celled, and, accompanied by the duplicate instruction sheet, 
is passed through the “ trimmings ” warehouse, where buckles, 
buttons, etc., are added; then it reaches the workroom, where 
the garment is made. At each ^stage, the cost of the various 
processes is marked on the original instruction sheet, which is 
finally passed to the costing department. 

The cost sheet is made out on Form No. 2, the establish¬ 
ment charges being charged on a percentage basis previously 
determined. The separate cost sheets are entered in a Cost 







684 PBINCIPLBS AND PRACTICB OF BOOK-KBBPINO AND ACCOUNTS 


Summary Book (Form No. 3), and totalled monthly. At the 
end of the year, the monthly totals are summarised and, after 
adjusting work-in-progress, etc., the grand total is reconciled 
with the financial books. 



* In practice a separate standard cost card for buttons, etc., is made up for regular 
lines, and the button cost per suit or garment is included in the above cost sheet. For 
special cutting orders, full details must be given. 
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Form No. 2. 


C. No. 2871 

S. No. L. 93 

COST SHEET. 

Quantity and 24ih February, 19.. 

Description. 

10 Lounge Suits. Patt. xl9. 

• 

Yardage 

or 

Quantity, 
per unit. 

Total 

Yardage 

or 

Quantity. 


Price. 



i 

1 

1 





8. d. 

£ 

s. 

d. 1 £ 

s. 

d. 



Materials 








40 

Vicuna 

17 6 

35 

0 

0! 




16 

Italian 

1 fi 

1 

2 

61 




8 

Canvas 

0 9 

0 

6 

0 i 




3 

Pocketing . 

1 0 

0 

3 

0 ! 




10 

Sleeve lining 

2 0 

1 

0 

0 1 





Buttons, Buckles, etc. . 

12 0 

0 

12 

0 i 







— 

— 

-1 38 

3 

6 ' 



Labour 




, 





Cutting 


: 1 

15 

0 i 





Machining , 


0 

19 

6 





Buttonholing 


1 0 

2 

^ 1 





Finishing . 


1 0 

3 

^ 1 





Pressing 

j 

i 0 

5 

0 1 3 

6 

3 



Prime Cost . 


! 


41 

8 

0 



Establishment Charges 

25% 



1 

7 

2 



Total Cost 

i 

i 

1 


£61 

16 

11 



Average Cost for one suit 

i 



: £5 

3 

7 


Form No, 3. 


COST BOOK SUMMARY. 


C. No. 

Description. 

Materials. 

Labour. 

Establish¬ 

ment 

Charges. 

ToUl. 

2871 

10 Lounge Suits, Patt. 
X.19 

etc. 

£ 8. d. 

38 3 0 

£ 6. d. 

3 6 3 1 

£ 8. d. 

10 7 2 

1 

£ 8. d. 

51 lii 11 

i 1 

i 

1 

1 

1 
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PROCESS COST ACCOUNTS 

In process accounts each separate process may be considered 
as a separate department, being debited with materials, wages 
and its due proportion of establishment expenses, and credited 
with its output at cost, or in some cases at a fixed departmental 
selling price. The cost price or selling price is charged to the 
next process and the same procedure repeated, the completed 
product of the first process being the raw material of the second 
and so on. If cost price is used the process accounts will show 
neither profit nor loss, but where goods are transferred from one 
department to another at a fixed price, each department will 
show the profit or loss on its working. The following is an 
example of the former class of accoimt. 


PROCESS COST ACCOUNT 

For Works kmrloying Chemical Processes and Food Industries. 


TROPICAL REFINERY 

Week ending 7th January, 19.. 
Preparation Account. 



tons. 

£ 


TONS. 

£ 

's «j Uopra 

050 

10,940 

By C'rude Oil to Re- 



’.W.res . 


100 

fining Account 



„ for Heating . 


56 

(No. 1) . 

350 

17,189 

Rent, Hates and Ex- 



„ Sales of Residuals . 

300 

160 

penses 


240 





650 

£17,335 


660 

£17.336 


Refining Account (No. 1). 




TONS. 

£ 


TONS. 

£ 

To Preparation Account 

360 

17,185 

By Blending Account , 

130 

10,730 

„ Sundry Materials 


340 

„ Refining Account 



„ Wages . 


200 

(No. 2) . 

160 

6,940 

„ Steam for Heating . 


140 

„ Sundry Sales Ac- 



„ Rent, Rates and Ex¬ 



count 

50 

600 

penses 


306 

„ Loss in Process 

20 



360 

£18,170 


350 

£18,170 


Refining Accoant (No. 2). 




TONS. 

£ 


TONS, 

£ 

To Refining Account 



By Blending Account . 

80 

7,660 

(No. 1) . 

150 

6,940 

„ Sales Account 

60 

240 

„ Sundry Materials , 


320 

„ Ijoss in Process 

10 


„ Wages 


180 




„ Steam for Heating . 


120 




„ Rent, Rates and &- 






penses 


230 





160 

£7,790 


160 

£7,790 





PROCESS COST ACCOUNTS 


687 




Blending Aeeonnt. 




TONS. 

£ 1 

1 

TONS. 

£ 

To Refining Account 



By Sales Account 

. 195 

18,626 

(No. 1) 

130 

10,730 

„ Loss in Process 

. 16 


„ Refining Account 






(No. 2) 

80 

7,650 




„ Wages . 


70 




„ Power 


25 




„ Rent, Rates and Ex¬ 






penses 


160 





210 

£18,626 


210 

£18,626 


Cost of Copra, £26 Is. 2id. per too. 

Cost of Renned Oil No. 1, £82 10s. O^d. per ton. 

Cost of Refined Oil No. 2, £94 78. 6d. per ton. 

Cost of Crude Oil, £49 23. Od. per ton. 

Cost of Finished Product, £96 per ton. 

If the product is transferred from one process to another at a 
fixed departmental price, the unrealised inter-process profits must 
be eliminated when the stocks are valued for Balance Sheet 
purposes. 


EXAMPLE. 

On 31st December, 19.., it is ascertained that the stock in process B is £2,000 
and that the cost of the work done in process B is exactly equal to the price at 
which the goods are received from process A. The goods are transferred from 
process A to process B at cost plus 26 per cent. 

The inter-process profit included in the stock is ascertained as follows :— 

One-half of the work done on the £2,000 stock was done in process B and 
without the addition of profit. £1,000, however, was the value at which the 
goods were transferred from process A to process B, and this includes a profit of 
26 per cent, on coat, A reserve must therefore be made of 20 per cent, on the 
transfer price of £1,000, i.e., £200 and the stock of process B will be Vtvlned at 
£2,000 less £200, i.e., £1,800 for Balance Sheet purposes. If the goods had passed 
through another process, any profit added by both processes would have to be 
reserved for, in respect of that portion of the stock which came through both 
processes. 


OPERATING COSTS. 

The following is an example of an operating cost sheet used 
by a motor haulage firm for finding the cost per ton-mile of 
running their motors. 

The various expenses are set out in detail along with the 
record of work done, and the weekly average shows a continuous 
comparison. 
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HISTORY OF RUNNING COSTS. 


Lorry Type. Vulcan, 6 ton. Details : Model C. 

Purchased ; 20ih July, 19.. Cost ; £1,500. 


Week. 

’ 

Mile* 

age. 

Ton 

Mile. 

age. 

i 

1 

Wages. 

Petrol 

and 

Oil. 

Tyres. 

Taxes 

and 

Insurance. 

Repairs. 

Depreoia- 

tion. 

Running 
Cost per 
ton.mile. 





£ 

£ 

£ 

£ 

£ 

d. 

July 29th . 

300 i 

1 500 

3-5 j 

; 4-7 

2-3 

1‘2 


4-3 

7-7 

August 6th 

1 1 
j 

1 




•• 


•• 


,. 13th 



■ 

J’. J 





•• 



Tbe above Motor Record is for showing the work done by 
efvch machine and the charges incurred. It is written up from 
the summary of drivers' individual statements shown below. The 
running cost p')r mile in the statement below is found by divid¬ 
ing total cost (col. 13) by the ton-miles (col. 5). The ton-miles 
h ^ fc*and by multiplying the load carried by the distance of the 
jom and totalling these products for each motor. This method 

can used in any business where a motor is maintained, and the 

x)st dc^livery, etc., can be checked against outside charges. 


THE EDGELEY HAULAGE CO. 

SuMMAKY or Driveus’ Statements for the Week Ending November 29th, 19 










Cost 







j Balaneo 




1 

Total 









Cost 




No. 

Name 

Machine. 

; Total. 

Loads 

s 

i 


i 

1 

Total 

per 

Earn- 






Miles. 

In Ton- 



1 

H Cl 
ci 

0.'-: 

Cost. 

ton- 

ings. 

1 Profit. 

Loss 




! 

1 

Miles. 


<s 

04 


t-. 

(p 



mile. 

1 





1 


^ 1 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

d. 

£ 

£ 

£ 

1 

Smith ., 

Vulcan 

300 

500 i 

3-5 i 

4-5 

•2 i 

2-3 


1-i 

4 3 

160 

7-7 

28-0 

1 12-0 


2 

Hughes 

A.E.C. 

I 400 

800 1 

3.5 1 

6-3 j 

. 4 ! 

3-5 

10 ! 

1 

M 1 

4-7 

29-6 

8*85 

39-6 

10-0 

.. 


Williams 

Ford 1 

600 

500 i 

2-5 1 

( 

5-0 1 

■ 3 ' 

2.5 

1 

*' 1 

.0 

1-4 

12-3 

I 

6*9 

20-0 

i 


(1) 

(2) 


(4)~ 

(5) ■' 

(6)’ 

(7)’ 

(8) 

(9) CO) (11) 

(12)' 

(13)” 

”04) 

05)" 

(16) 

(17) 


EXERCISE 16. 

A. What are the varioue classes of Cost Accounts, and to what manufactures 
or irdiLstries are they applicable ? 


B. What books (other than the ivmal financial books) are necessary in 
connection with the keeping of Cost Accounts ? Explain their use. 
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C. Define the following, and indicate in which industries or undertakings 
the different classes could be suitably applied :— 

(1) Single Costs. 

(2) Terminal Costs. 

(3) Operating Costs. 

(4) Multiple Costs. 

(5) Process Costs. 

(6) Departmental Costs. 


D, Briefly explain the advantages of keeping Cost Accounts. 


E. (a) For the purpose of costing, under what three divisions is expenditure 
classified ? 

(6) Mention what exactly is included in the classified divisions which you 
have named under (a). 

F. Outline a method of store-keeping which will enable the value of the 
stores in liancl to be ascertained at any time with the minimum of labour. 


G. Discuss the various bases on which establishment charges may be dis¬ 
tributed, and argue which of these bases you would recommend in the case of 
a cotton spinning factory or other industry with which you are acquainted. 


H. Give an explanation with rulings and specimen entries of a system of 
Costing with which you may be familiar. 


I. A manufactmer finds that the cost account does not agree with the 
estimate for the same work. Can you explain this ? 


J. A company desires to inaugurate an efficient system of cost accounts 
in connection with the manufacture of several distinct kinds of goods. You 
are required to select a business and to explain how the costing system should 
be constructed, mentioning three items which you would include amongst the 
establishment charges, and stating how you w’ould apportion such charges 
between the different departments. 


K. Tabulate the “ Elements of Cost,” showing the usual items of expenditunj 
appertaining to each. 


L. Describe the various methods of allocating “Overheads” (or “Oncost”). 
Explain their respective advantages and disadvantages. 


M. How can one ascertain that the expenses charged to the cost accounts 
in the cost ledger, total up to an amount corresponding to the expenses shown 
in the nominal accounts ? What has to be done with the difference in these, 
if they do not agree ? 
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N. Taking an ordinary financial trading account, marshal the items 
into groups representing:— 

(a) Manufacturing expenses. 

(b) Administration expenses. 

(c) Selling expenses. 


0. What are the essentials of a good costing system ? Give a typical expense 
distribution schedule, showing names of accounts, applicable to any industry 
with wliich you are acquainted. 


P. From the following figures ascertain the 

(а) Cost of materials used. 

(б) Value of output of manufactured goods. 

(c) Cost of sales. 

(d) Percentage of gross profit on sales. 


Or. TRADING ACCOUNT, for the year ended.19.. Cr. 



£ 

£ 


£ £ 

To (Stocks r— 



By Sales 

84,000 

Fi<itshf?d Goods 

8,000 


„ Stocks:— 


H-iw i^tatcdals . 

2,400 


Finished Goods 

7,000 


— 

10,400 i 

Raw Materials 

2,800 

„ Vu^-habes . 

, 

24,000 1 


9,800 

,, Wages 

, 

40,000 ! 



^^'Xi nagf 

. 

2,000 : 



„ ihuiit 

* 

17,400 ! 





£93,800 ' 


£93,800 

__ _ __ _ 

_ 

__ ' 




Q. Draft a form of cost sheet for a colliery, showing analysis of under¬ 
ground and surface wages, working expenses (in detail) and administration and 
establishment charges. 


E. Draw up a system of cost accoimts for a building contractor, and show 
how they would be co-ordinated with the financial accounts of the business. 


S. A manufacturer of matches desires you to devise a system of cost accounts 
for his factory, and thereafter to audit them. 

Assume that the power employed is clectr icity, and briefly describe the various 
items which it would be necessary to deal with. 

Classify these elements of cost in tlw? groups into which you would divide 
them, and state the sources from which you would derive the necessary details. 


T, From the following information prepare Pig Iron Production Account, 
showing the cost per ton of each class of expenditure and of the pig iron 
produced 

Sundry Stocks on hand, Ist January, 1940—Coal, £4,720 ; Coke, £3,680; 
Limestone, £1,450; Ironstone, £3,930; Sundries, £2,700. 
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Purchased during tlu; year-Coal, £21,880; (^ke, £29,470; Limestone, 
£5,080; Ironstone, £18,690 ; Sundries, £7,810. 

Sales of Slag, £10,400 ; General Works Charges, iW,400; Wages, £17,600; 
Production of pig iron, 32,000 tons. 

Stocks on hand, 3l8t December, 1940—Coal, £3,8(K); Coke, £2,650; 
Limestone, £1,730; Ironstone, £3,420; Sundries, £2,910. 


U. The accounts of the Omtm-y Engineering Co., Ltd., show for 19..— 


£ 

Material used. 175,000 

Manual and Machme Labour Wages directly chargeable . 135.000 

Works Overhead Expenditure.37,125 

Establishrnf'nt and General p]xj)ensc8 .... 23,250 


Show the Works Cost and Total Cost, the jxTC(*ntage that the Works Overhead 
Cost beam to the Manual and Abichine Labour Wages and the percentage that 
the Establishment and General Expenses l)ear to the Works Cost. 

What price should the Company quote to manufacture a machine which, it 
is estimated, will require an expenditure of £750 in material and £600 in wages 
so tliat it will yield a profit of 25% on the total cost or 20% on the selling price ? 
Answ^er to the nearest £. 


V. A pencil manufacturer makes two types of pencils, “ Black ” and 
“ Coloured.” They undergo two processes. Factory and Finishing. Raw 
Materials used in the Factory and General Expenses are apportioned in the 
ratio of output of each class ; the output in 19.. was 24,000 gross Black and 
8,400 gross Coloured ; the actual cost of labour for each process is ascertained; 
‘‘ other charges ” for each process are apportioned in the same ratio as labour 
for that process; finishing materials are apportioned in the ratio of finishing 
labour. From the following particulars prepare a statement of the cost per 
gross, in shillings and pence, of each item and each process in the cost of manu¬ 
facture ; and the profit per gross if the selling prices are £1 and 19s. respectively. 


£ 

Factory Raw Materials, Opening Stock .... 3,680 

„ „ Purchases . . .10,710 

„ „ Closing Stock .... 4,9-tO 

Factory Wages, Black.4,200 

„ Coloured.1,365 

Factory Charges.3,710 

Finishing Wages, Black.2,000 

„ Coloured.560 

Finishing Raw Materials, Ojxjning Stock . . 720 

„ „ Ehirchases .... 3,370 

„ „ Closing Stock .... 890 

Finishing Charges.1,920 

General Expenses.3,646 


<k 

W. A business has three distinct manufacturing departments using materials 
in the proportions of A, 5J; B, 3; and C, 1J. From the following information 
you are required to find the total cost of production for each department for the 
year 19.and to ascertain the cost per hour of each machine working on a 
basis of a 40-hour week throughout the year. 
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£ 

Stock on lat Jan., 19.. (Raw materials) . . . 3,000 

„ „ (Finished goods) . . . 4,370 

Stock on 3l8t Dec., 19.. (Raw materials) . . . 3,600 

,, „ (Finished goods) . . 6,460 

Purchases for the year to 31st Dec., 19.12,000 

Productive Wages „ .... 9,(X)0 

Non-productive Wages „ .... 972 

Sales „ .... 32,600 

Rents, Rates, etc. „ .... 783 

Repairs „ .... 342 

Lighting, Heating, and Power for the year to 3l8t Dec., 19.. 738 

Depreciation on Plant „ „ 836 

Salaries „ „ 1,503 

(General Expenses „ „ 1,360 

Discounts allowed „ „ 766 


The wages of each Department are :— 

(a) £5,000 in connection with 6 machines 

[b) £3,000 in connection with 4 machines 
and (c) £1,000 in connection with 1 machine. 

In the abeenoe f any further information, all expenses, with the exception 
0 / depreciation, are to be charged to the departments in the same proportion 
as th( wnges paid, depreciation being apportioned in the same ratio as the number 
of ni.vciiircfc in dt-partments. 


X. i'rom the following Coat Ledger Accounts Balances, construct a Manu¬ 
facturing Account:— 


£ 


Stores . 


683 

Direct Materials 


12,673 

Works Overheads . 


23,274 

Direct Expenses 


228 

Job No. 397 . 


671 

Job No. 426 . 


982 

Profit on Sales from Stock 

230 

Offi<'e Overheads . 

. 

6,324 


£ 

Finished Stock . .8,764 

Direct Wages , , , 24,341 

Sales from Stock . . 1,003 

Profit on Completed Jobs . 11,069 

Office Overheads Suspense 

Account . . , 208 

Completed Jobs Account . 66,789 
Works Overheads Suspense 

Account . . . 616 


Y. A firm of builders, carrying out large contracts, kept, in a Contract Ledger, 
separate accounts for each contract. On the 30th Juno, 1941, the following was 
shown as being the expenriiture in connection with Contract No. 777 :— 


£ 


Materials Purchased. 

. 68,063 

Materials from Stores. 

. 9,786 

Plant which has been used on otheT Contracts 

. 12,620 

Additional Plant Purchased 

. 3,610 

Wages. 

. 74,634 

Direct Expenses. 

. 2,026 

Proportion of Establishment Charges . 

. 8,720 


The Contract, which had been commenced on let February, 1941, was for 
£300,000, and the amount certified by the architect, after deduction of 20% 
retention money, was £120,800, the work being certified on 30th June, 1941. 
The materials on the site at that dater were valued at £9,868. A Contract Plant 
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Ledger was also kept, in which depreciation was dealt with monthly ; the amount 
debited in respect of plant on Contract No. 777 to 30th June, 1941, was £1,130. 

You are required to prepare an account showing the profit on the Contract 
to 30th June, 1941. 


Z. (a) What is meant by Uniform Costing ? What advantages would you 
expect to accrue from the institution of a uniform system of costing throughout 
an industry ? 

(6) What do you understand by Standard Costs ? To what industries or 
classes of products do you consider them applicable ? How are they compiled 
and how are they used to reflect efficiency in manufacture ? 



CHAPTER XVII 


DOUBLE ACCOUNT SYSTEM ; ACCOUNTS OF BANKS 


THE DOUBLE ACCOUNT SYSTEM 

The customary method of compiling a commercial Balance 
Sheet is to marshal the whole of the assets on one side of the 
statement, and to arrange the whole of the liabilities and capital 
on the other side of the statement. The fact that the Balance 
Sheet is thus drafted as one statement results in this method 
heing termed the “ Single Accotmt System, to distinguish it 
from the “ Double Account ” System under which the Balance 
Sheet is drawn up in two divisions, viz. :— 

(D RjnEiprs AND Expenditure on Capital Account, 
which shows on the credit side the amount raised for 
the purposes of the business (e.g., shares, stock, deben¬ 
tures and debenture stock, together with premiums 
thereon, less discounts); and on the debit side how 
the amount has been expended on the fixed assets 
(e.g., land and buildings, fixed plant, rolling stock, 
etc.); and the balance of capital in hand or over 
expended. 

(2) General Balance Sheet, which sets out the floating 
assets and habilities, including the stock, debtors, 
cash, creditors, the depreciation account, and the 
balances of the revenue account and of the capital 
account. 

The object of the Double Account System is to show what 
capital has been raised, and for what purpose it has been expended 
in the undertaking, rather than to show the present value of the 
assets at any given date, as is done in accounts prepared on 
the single account system. The books are prepared by double 
entry, as in the case of the single account system, but there is 
an important difference in respect of the treatment of depreciation, 
all charges for repairs, renewals and replacements m the double 
account system being charged to revenue, and no special pro¬ 
vision being made in the statutory form of account for the assets 
to be shown at less than original cost. Frequently, however, in 
practice a Depreciation and Renewals Reserve Fund is raised by 
means of transfers each year from net revenue, the object being to 
avoid violent fluctuations in the charge for renewals as between 

6S4 
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successive years, and to equalise, as far as possible, the yearly 
charge against profits. The Depreciation Fund (if any) appears 
on the liabilities side of the General Balance Sheet, while the 
asset remains at its original cost on the debit side of the Capital 
Account. 

The use of the Double Account System was first pre¬ 
scribed under the Regulation of Railways Act, 1868, and is 
generally adopted by companies or undertakings whose capital 
is specifically raised for the acquisition or construction of works 
of a permanent nature, such as railways, tramways, electricity 
supply companies, gasworks, and waterworks. The depart¬ 
mental accounts of local or murdcipal authorities which have 
acquired or constructed undertakings of the nature here described 
are invariably compiled on this system, and in the case of the 
following companies, whose undertakings are of a public or 
semi-public nature, the adoption of the system and of special 
forms of accounts is compulsory :— 

» (1) Railway and Tramway Companies governed by the 
Regulation of Railways Act, 1868, and the Railway 
Companies (Accounts and Returns) Act, 1911, as 
amended by the Railway Companies (Accounts and 
Returns) Order, 1928. 

(2) Parliamentary Gas Companies governed by the Gas 

Works Clauses Act, 1871, as amended by the Gas 
Regulation Act, 1920. 

(3) p]lectric Lighting Companies governed by the Electric 

Lighting Acts, 1882 to 1909, as amended by the 
Electricity (Supply) Act, 1919. 

Water companies, incorporated by special Act of Parb’!'4.ment 
and governed by the Waterworks Clauses Acts, 1847, usually 
adopt this system, but in their case no special statutory form of 
accounts is prescribed. 

The detailed forms of these accounts are very complex, 
especially with regard to railways, in the case of which separate 
“ receipts and expenditure ” accounts are required for each phase 
of railway working, e.g., for the railway proper, steamboats, 
canals, hotels, etc., and sub-statements are required to show the 
details for each of the various sections. These detailed accounts 
are, however, beyond the scope of this work, and the reader is 
referred to the above-mentioned Acts for further information. 

The terms “ Trading Account ” and “ Profit and Loss 
Account" are not used in connection with these companies, the 
accounts being described as “ Revenue '' and “ Net Revenue ” 
Accounts respectively. The composition of these accounts 
varies with the different companies, but, as a general rule, the 
Revenue Account includes aU items relating to the productive 
working of the undertaking, and its balance is transferred to 
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the Net Revenue Account, in which are usually charged such items 
as Debenture Interest, Dividends, Transfers to Reserve, etc. 

Receipts and Expenditure on Capital Account. 

This account, more briefly termed the Capital Account, is 
generally in columnar form, showing, on the credit side, the 
capital receipts to the date of the previous balance sheet, receipts 
during the year, and total receipts to date. Expenditure is 
shown in a similar manner on the debit side. It is interesting 
to note that receipts from issues of Debentures or Debenture 
Stock are included in this account, in contradistinction to the 
general commercial practice in the case of the Single Account 
System, where debentures are treated as loans and amounts so 
raised are kept quite distinct from Share Capital. 

An example of an account drawn up on this system and the 
General Balance Sheet is given below. The abbreviations “ Dr.'' 
and “ Cr.'* are commonly used in these statements, although 
they are usually omitted on the balance sheets of commercial 
companies. 


THE NORTHERN RAILWAY COMPANY 


Jw, RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT. Cr. 



1 Amount ■ 

‘ expended 
! to 'll Dec., 
19... 

Bn pended 
during 
year. 

Total. 


amount 
received 
to 31 Dec., 
19... 

Received 

during 

year. 

TOTAIi. 


£ 

£ 

£ 


£ 

£ 

£ 

To Exi:)endlture o*a— 




By Preference Stock 

8,600,000 


8,500,000 

Lines open for 




„ Ordinary St(x;k 

8,000,000 

2,000,000 

10,000,000 

Traffic 

9,600,000 

3,000,000 

12,600,000 

„ Balance of Pro 




Working Stock 

3,200,000 

300,000 

3,600,000 

miums and 




Steamboats . 

1,600,000 

200,000 

1,800,000 

Discounts on 




Docks, Har- 




Stock . 

660,000 

220,000 

770,000 

hours and 




„ Debentures 

S,3<H),000 


3,300,000 

Wharves 

1,600,000 


1,500,000 





Hotels . 

900,000 


900,000 


£20,360,000 

£2,220,000 

£22,670,000 

„ Subscriptions to 








other Companies 

1,000,000 


1,000,000 






£17,800,OW 

£3,600,000 

21,300,000 





Balance carried to General Balance Sheet 

j 1,270,000 








£22,570,000 




£22,670,000 










GENERAL BALANCE SHEET. 
A*. As AT 31st Ukcbmbkb, 19.. 


Ur. 


Liabilities. 

To Capital Account, Balance at credit 
„ Net Re veil ue Account, Balance at 

credit. 

„ Renewals Reserve Account 
„ Sundry Creditors 

£ 

1,270,(RK) 

32,0<X1 

250,000 

125,000 

19..* 

Assets. 

By Cash at Bank 
„ Cash on Deposit . 

„ Investments .... 

„ Stores. 

„ Sundry Debtors 

£ 

137,000 
450,000 
290,(K)0 
250,000 
660,000 

19..* 


£l,^77j^ 



£J.,677,000 




- * j 





* Tliese columns are for the figures of the previous year. 
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The difference between the presentation of the accounts of 
companies operating under the Double Account System and those 
drawn up under the usual Single Account System is shown in the 
following illustration. 


(1) Double Account System — 

Dr. CAPITAL ACCOUNT. 

Or. 

£~ 

50,000 

25,000 

To Fixed Assets (in detail) 

„ Balance . . . . 

£ 

61.500 

13.500 

By Ordinary Stock 
„ Debentures 

£75,000 

£75,000 

Dr. GENERAL BALANCE SHEET. 

Cr. 

Liabilities. 


Assets. 



£ 


£ 

Balance of Capital Account . 

13,500 

Stocks and Stores . 

12,750 

Revenue Account . 

4,500 

Cash at Bank 

8,250 

Depreciation Fund 

3,000 



% 

£21,000 


£21,000 


(2) Single Account System — 

BALANCE SHEET. 


Liabilities. 


Assets. 



£ 

£ 

£ 

Share Capital— 


Fixed Assets (in 


Ordinary Shares. 

50,000 

detail) . . 61,500 


Debentures ... 

. 25,000 

Less Depreciation 3,000 


Profit and Loss Account 

4,500 

— 

58,.500 



Stocks and Stores . 

12,750 



Cash at Bank 

8,250 


£70,500 


£79,500 


Revenue Accounts. 

The Revenue Account shows in debit and credit form the 
gross trading receipts (credit side) and expenditure (debit side) 
of the undertaking, followed by the income received from invest¬ 
ments and miscellaneous sources, the final balance representing 
the total net income for the period. In the case of railways, the 
gross receipts and expenditure of each department are shown in 
separate schedules, the totals being summarised in the Revenue 
Account, which is merely a statement not in debit and credit 
form. The balance of the Revenue Account is carried to the Net 
Revenue Account in the same way that the balance of the Profit 
and Loss Account is carried to the Appropriation Account. 

The Net Revenue Account commences with the balance brought 
forward from the previous year; to this is added the balance 
transferred from the Revenue Account; deductions are then 
made for debenture interest, preference and guaranteed stock 
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interest and other fixed charges, the net balance remaining 
representing the amount available for dividend on the ordinary 
stock. There is, therefore, a certain distinction between a Net 
Revenue Account and an Appropriation Account, as such fixed 
charges as debenture interest, in the case of an ordinary trading 
company, would be debited before the balance of profits is carried 
down to the Appropriation Account. In the case of railway 
companies this account is not in debit and credit form, whereas 
in the case of other companies (e.g., gas and electric lighting 
companies) it takes the usual form of a Profit and Loss Appropria¬ 
tion Account. Railway Companies present their Net Revenue 
Accounts in tabular form, showing the corresponding figures of 
the previous period, and it is also necessary to insert at the foot 
of the “ statement'' the proposed appropriation of the balance 
available. 

An example of revenue accounts of a railway company 
drawn up under this system is given below. The detailed accounts 
leading up to the revenue account are not given for as mentioned 
pre\doasly these accounts are beyond the scope of this work. 


REVENUE RECEIPTS AND EXPENDITURE ACCOUNT. 
Fob Year ended 31st December, 19.. 


1 

x*!:''COURT I 
Nc 1 


Net 

Receipts. 

Year 

19..* 




£ 

£ 


Railway ...... 

. 

62,000 



Steamboats ...... 

, 

37,000 



Dorks, Harbours and Wharves 


35,000 



Hotels, Refreshment Rooms and Cars where catering 




1 is carried on by the Company 


40,500 



Collection and Delivery of Parcels and Goods 


64.0(H) 





238,500 


Addr-^ 





Jointly owned and jointly leased linos— 




Company’s proportion of not revenue 


20,000 


Miscellaneous Receipts (Net):— 

Renta from Hotels. 

£ 

5,000 



Interest and Dividends from investments in other 




undertakings (details). 

5,800 



Transfer Fees. 

500 



Special Items. 

750 






12,050 


Deduct — 



270,650 


Miscellaneous Charges :— i 

£ 



Interest on Superannuation and other funds 

1,000 



Rent of leased and worked undertakings and 




guaranteed interest (details) 

9,000 



Special Items. 

560 






10,660 





£260,000 

£ 


* This column is for figures of the previous year. 
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NET REVENUE ACCOUNT. 

For the Year ended 31st December, 19.. 


Balance available for Dividoiifls 

Dividends ...... 

% 

Balance carried forward to next year\s Account 


Balance brought forward from last year’s Acct.unt . 


30,000 

Net Revenue for the Year (as per Revenue Receipts and ExT)endi- 


ture Account). 


260,000 

Special Items. 


1,000 


Total 

291,000 

Deduct — 1 

£ 


Interest on Debenture Stock . . . . 

132,000 


Income Tax ....... i 

16,000 


Interest and Discount. 

1,000 

lao ork/i 


142,000 
110,000 


£ 32,000 


Year 
19..♦ 


♦This column is for the figures of the previous year. 


Accounts of Gas Companies. 

The statutory forms to be used by Gas Companies under the 
Gas Works Clauses Av.t, 1871, as amended by the (his Regulation 
Act, 1920, are as follows :— 

(а) Statement of Share Capital. 

(б) Statement of Loan Capital. 

(c) Capital Account. 

(d) Revenue Account. 

(c) Profit and Loss Account (Net Revenue). 

(/) Reserve Fund Account. 

{g) Statement of Coals. 

(A) Statement of Residual Products. 

(t) General Balance Sheet. 

The Capital Account and Balance Sheet are shown on page 700, while 
the Revenue Account shows, on the credit side, income received 
from the sale of gas, rent of meters, stoves, etc., proceeds of the 
sale of residuals, and other receipts of a similar nature ; and, 
on the debit side, the cost of manufacturing and distributing the 
gas, rent, rates, management expenses, etc. 
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CAPITAL ACCOUNT. 


Dr. 


For the Year ended 31st December, 19.. 


Cr. 


If' 


liji 

§-2 ; i 


To Expenditure to 31st December, I 
19.I 

Since that date. 

To Lands acquired, Including Law 
Charges 

„ New Buildings, Manufacturing 
Plant, Machines, Storage Works, ! 
and other structures connected | 
with manufacture . 

„ New Mains and Service Pipes (not [ 
being replacements), including 
laying same, paving, and other 
Works connected with distribu¬ 
tion ... 

„ New Meters (not repla<*ement3), 
(nclndlnc 

„ Cost of Pr mo.ing Snedal Act 

„ Special Items .’if an,') 

Tot d KxpouJP.at* I 

Tc Baianoe oi Oamtal Account . ' 


£ 8. d.| £ s. d. £ s. d.i 


By Ordinary Shares of £ each 
Ordinary Shares of £ each 
, Preference Shares of £ each 
Debenture Stock 
Mortgages and Bonds 
Amounts received in anticipation 
of Calls .... 


£ s. d 


£9. d. 


£s. d. 


1 , 


GENERAL BALANCE SHEET. 
Dr. As AT 31st December, 19.. 


Cr. 


To Capital Ac-ouiit— 

Balance at Credit thereof 
,, Profit and Loss Account— 
Bal ince at Credit thereof 
,, Reserve Fund— 


Balance at Credit thereof 
„ Depreciation Fund (for works on leasehold 
lands)— 

Balance at Credit thereof . 

„ Unpaid Dividends 
,, Interest accrued and unpaid on 
Bonds, and Debenture Stock, 

Loans, to 31 St Dec., 19.. . 

„ Sundry Tradesmen and others, 
due for Coals, Stores, etc., to 
19.. .... 

„ Wages and Contingencies— 

Amount due to 31st Dec., 19. 

„ Other Items (if any) 


Mortgages, 
and other 

for amount 
31st Dec. 


£8. d. 

By Cash at Bankers. 

„ Cash on Deposit or at Interest 
„ Coals for Stock on hand, Slst Deo., 

19. 

,, Coke and Breeze, Slst Deo., 19.. . 

„ Tar and other Products, Slst Dec., 

19. 

„ Sundry Stores, Slst Dec., 19. 


,, Gas Meter Rental: balance of this Account 
j due to the Company on Slst Dec., 19.. 

Lest Deposits and Prepayments . 

! „ Coke and other Residuals, Slst Dec., 

19. 

„ Sundry Accounts, Slst Dec., 19.. . 


„ Special Items (if any), including investments 


£ 
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Accounts of Electric Lighting Companies. 

The statutory forms to be used by Electric Lighting Com¬ 
panies under the Electric Lighting Acts, 1882 to 1909, as amended 
by the Electricity (Supply) Act, 1919, are as follows 

(а) Statement of Share Capital. 

(б) Statement of Loan Capital. 

(c) Capital Account. 

(d) Revenue Account. 

(e) Net Revenue Account. 

(/) Reserve Fund Account. 

(g) Depreciation Fund Account. 

(A) General Balance Sheet. 

(i) Statement of Electricity Generated, Sold, etc. 


The final accounts of this class of company differ from those 
of other statutory companies whose accounts are prepared on 
the ^‘'double account’’ system, by reason of the fact that the 
separate totals of the Capital Account, instead of the balance 
thereof, are carried to the General Balance Sheet. 

The Capital Account and Balance Sheet should be in the 
following form :— 


Dr, 


CAPITAL ACCOUNT. 

For the Year ending 31st December, 19. 


2 . 
o. • 
aa» 

i^' 


To Expenditure to 31st December, 
19. 

Expenditure since that date. 

To Lands, including Law Charges 
incidental to acquisition . 

,, Buildings. 

,, Machinery 

, Accumulators at Generating and 
Distributing Stations 

,, Mains, including Cost of Laying 
the Mains 

„ Transformers, Motors, etc. . . . 

,, Meters, and Fees for Certifying | 
under the Act 

„ Electrical Instruments, etc. 

„ General Stores (Cables, Mains, 
Lamps) 

, Purchase of Patents or Patent 
Bights .... 

„ Cost of Licence, Provisional Order, 
etc. 

„ Special Items . . 

Total Expenditure . 

To Balance of Capital Account 


£ 9 , d, 




go* 

ti 

S'® 

33 


£ 8. d. £ s. d. 


I 




> >> ; 
U ¥ I 


Cr, 

I S . 




By Ordinary Shares of £ 

„ Ordinary Shares of £ 

„ Preference Shares of £ 

„ Debenture Stock 
„ Mortgages and Bonds 
„ Amounts reoelved in anticipation 
of Calls .... 
„ Sale of Patents or Patent l^hts, 

etc.. 

„ Other Receipts (to be specified) . 


! £ 8. d.; £ 3 . d. £s. d. 
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GENERAL BALANCE SHEET. 

Dr. As AT 31st December, 19.. Cr. 



£s. d. 


To Capital Account: Amount Received . 


By Capital Account: Amount Expended 

„ Sundry Tradesmen and otJiera, due on 
construction of Plant and Machinery, 


£ 8. d. 


,, Stores on hand at Slst 

Fuel, Stores, etc., to 31st December, 


December, 19..— 

19. 


Coal 

„ Sundry Creditors on Open Accounts . 


Oils, Waste, etc. 

„ Net Revenue Account: Balance at 


General 

credit thereof .... 



,, Reserve Fund Account: Balance at 


„ Sundry Debtors for Amounts paid on 

credit thereof .... 


Account of Contracts in course of 

„ Depreciation Fund Account; Balance 


completion. 

at credit thereof .... 


„ Preliminary Expenses 
„ Sundry Debtors for Current supplied to 

31st December, 19. 

„ Other Debtors .... 

£ s. d. 

„ Cash at Bankers 

„ Cash in hand . 

£ 


£ 

_ . __ _ _ 


_ _ 


Replacements. 

'r'iio double account system is useful in that the method of 
presenting the accounts of certain companies is standardised, but 
it hai? the following defects : 

(a) When a depreciation fund is not provided the renewals and 

leplacements have to be charged againsc the revenue of 
the current year. In the earlier years when renewals 
are few the profits tend to be over-stated and the quoted 
price of the shares to increase, while in later years the 
heavy charges to be made tend to reduce the profits 
considerably and thus decrease the value of the shares. 
This defect is, however, often avoided by the creation 
of depreciation funds, etc., and it should be noted that 
both gas and electric lighting companies are required to 
provide depreciation funds in respect of leasehold works. 

(b) Capital originally expended upon fixed assets whicli are 

subsequently abandoned remains at its original value 
in the accounts, while law charges incurred in promoting 
special Acts and similar items, such as are usually 
written off over a term of years in the case of an ordinary 
company, are permanently treated as an ass6t and are 
not written off. This defect is overcome where depre¬ 
ciation funds are created, by showing the cost of the 
asset and the amount written off separately, or by 
showing the original cost in italics in the Capital Account 
in order to comply with the statute. 

It will be apparent that assets can never appear in the Receipts 
and Expenditure on Capital Account at less than cost, though 
they may be increased when further assets are purchased. When, 
therefore, assets are replaced; either with or without improve- 
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ments, different treatment is required to that which would be 
adopted in the case of a commercial concern presenting its 
accounts on the single accounts system. 

The following methods may be adopted :— 

(а) Charge the whole cost of replacement, less any amounts 

received from the sale of the old asset, to revenue. 
Any part of the old asset which is used in the con¬ 
struction of the new asset will be transferred from 
the old asset account to the new asset account. 

(б) Estimate the present-day cost of replacing the old 

asset as it stands, and charge this amount, less any 
proceeds of sale of the old asset and the value of 
any materials taken from the old asset for use in the 
new asset, to revenue. The excess cost over the 
estimate will represent the cost of improvements, and 
this amount will be capitalised. 

» EXAMPLE. 

A railway station is to be replaced at a cash outlay of £200,000. The original 
cost was £126,000, and it is estimated that the station would cost £150,000 to 
replace as it stands. In addition, materials to the value of £15,000 were taken 
from the original station and used in the construction of the new station, and 
£10,000 is realised from the sale of scrap. Show the amounts to charge to 


capital and revenue. 

Method ( a ) £ 

Cash Cost of replacement. 200,000 

Leas Sales of scrap.10,000 


Revenue Charge. £190 ,000 


The value of the old materials used on the new station (£15,000) 9vill be 
debited to the new asset and credited to the old asset, and the capital charge 
will remain at its original figure of £126,000. 

Method (6) £ 

Cost of replacing old station as it stands . . . 150,000 

Less Sales of scrap and materials used on now station 25,000 

Revenue Charge.£125,0(^ 

Total cost of replacement.215,000 

Less Cost of replacing original station . . . 150,000 


Capital Charge.£65,000 


£66,000 thus represents the cost of the improvements effected and will 
increase the total capital charge from £125,000 to £190,000. 

Generally, method (6) ia to be preferred to method (a), as the 
capitalisation of improvements follows sound commercial practice. 

Where a Depreciation Fund has been built up, the Revenue 
charge would be debited thereto, any excess debit being written 
off to Revenue Account. Any credit balance remaining on 
Depreciation Fund Account woidd be carried forward. 
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THE ACCOUNTS OF BANKING COMPANIES 

The main function of a banker is the exchange of rights to 
the possession of money, and the exchange of money for credit, 
and credit for money, but in addition he acts as agent of his 
customer for various purposes. 

His duties include— 

The Receipt of Deposits— 

(a) On Currevi Account, on which no interest is generally 

paid, withdrawable by cheque on demand. 

(b) On Deposit Account, which bear interest, varying with 

the notice required for withdrawals. 

Discounting Bills at market rates. This gives the customer 
immediate use of capital and a speedy turnover, and the banker 
obtains a secure investment for his surplus funds, which can be 
turned into cash at will. 

Granting Loans to customers against various forms of 
security either on current or loan account. Interest is paid by 
the customer at settled rates, and due notice is required for 
repayment. 

Acting as Agent for his Customers and for other Banks. 

(а) For the safe custody of valuables. 

(б) For the collection and payment of coupons and 

dividends. 

(c) For stock and share transactions. 

{d) Acting in various other capacities, such as that of 
trustee, attorney, executor, etc. 

(e) Acting as clearing agent, London agent, correspondent, 
etc., of other banks. 

The Issue of Notes. This is now confined to the Bank of 
England, all private banks having ceased to issue, and it is a 
relatively unimportant function of modern English banking. 
In Scotland and Ireland, however, all the ban^ issue notes 
from £1 upwards, and for a time after the outbreak of the war of 
1914 to 1918 these notes were made legal tender in the respective 
countries. 

These varied functions necessitate a highly specialised 
system of book-keeping, of which a detailed consideration is 
beyond the scope of this volume, and only a general outline of the 
principal features of bank accounts can be given. 

The " SUp ” System of Posting. 

Owing to the special nature of a banker’s transactions it is 
necessary that he should be able to ascertain, at any moment 
during the day, the exact position of a customer’s account. 
The ordinary method of posting from subsidiary books would be 
useless in these circumstances, and the “ slip system ” is largely 
used (see pages 696 and 697). All payments in by customers are 
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accompanied by a paying-in slip; similarly, payments out are 
made upon cheques ^awn by customers ; and these original 
documents are used for the purpose of posting to the ledger. 
Items that would in the ordinary way be entered in a journal 
and posted therefrom, are recorded upon debit and credit slips^ 
and posted direct to the ledger. Debit slips are used when it 
becomes necessary to debit a customer with charges for collec¬ 
tion, commission, transfers to deposit account, interest charged, 
etc., while credit slips are used for credits to customers, bills dis¬ 
counted, proceeds of securities sold, transfers from deposit 
accounts, interest allowed, etc. The following are specimen slips:— 

DEBIT SUP. 


No, 

MIDLAND BANK, LIMITED. 

May 31, 19... 

Debit J. Wood, Current Account, for transfer to 
Deposit Account. 


£250-0-0 


Current % Fo. 


A, B, C., 
Accountant. 


I 


CREDIT SUP. 

No. 

MIDLAND BANK, LIMITED. 

May 31, 19... 

Credit J. Wood, Deposit Account, transfer from 
Current Account. 

£250-0-0. 

A. B. C., 

Deposit % Fo. Accountant. 


The above slips record a transfer of £250 from Current Account 
to Deposit Account. The two slips combined constitute a Journal 
entry which in the ordinary way would be made as follows :— 


JOURNAL. 





Dr. 

Or. 

19.. 



£ 

£ 

May 31 

J. Wood. Current Account. 

To J. Wood Deposit Account . 

. Dr. 

260 

260 


Being transfer of £260from Current Account to Deposit 
Account. 




7 
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By utilising cheques, paying-in slips, and debit and credit slips 
as posting media, items can be posted almost as quickly as the 
transactions occur. Labour is saved, and the work is distributed 
in a manner that would be impossible if the usual books of original 
entry were employed. 

The Account Books used by a Banker. 

As the principal transactions of a banker involve the receipt 
or payment of money, the system used is actually an elaborate 
analysis of cash transactions. The receipts will include coin, 
treasury and bank notes, cheques, etc., paid into deposit or 
current accounts, commissions and interest earned, etc., while 
the payments will consist of amounts paid out of current and 
deposit accounts, loans, interest, and the general expenses of 
management. 

The usual books required to record these transactions are 
indicated in the following paragraphs * :— 

Cash Received. All cheques, notes and coin paid in by 
customers are recorded on paying-in slips, which are stamped by 
the cashier, the customer retaining the counterfoil. The cashier 
eiders the receipts in a Counter Cash Book (or Received Cash 
Book), which is ruled as shown below:— 


COUNTER CASH BOOK. 


Money. 

Notes. 

Date. 

Name. 

1 Total 

1 Credit. 

i 1 s. i d. 

12 0 I 0 

i 1 

j 1 

415 

421626/9 

19.. 
Jan. 1 

tt 

J. Stewart . 

H. Burton , . 

G. Harrison . . 

£ 8. d. 

. ; 112 0 0 

. 1 20 0 0 

. i 30 0 0 

1 


Note .— The above entries represent payments in by Stewart of £112, i.e., £12 in cash 
and £100 in cheques; Burton, £20 in £5 bank notes; and Harrison, £30 solely in 
cheques. The cheques received are included in the total column but are not recoiled 
in the analysis columns. 

The cashier places in his till all coin and Treasury notes 
received by him, and passes on to a “ waste-book ” clerk, seated 
behind him, the bank notes and cheijues, attached to the original 
paying-in slips. 

Received Waste Book (or Received Day Book). This 
book contains a classified record of all cheques, bank notes, etc., 
paid in by customers. The ruling is as shown on page 707. The 
notes are listed and subsequently paid into the bank’s account at 
the Bank of England; the cheques are passed on to the clearing 
department for presentation at the clearing house, in the case of 
cheques drawn on clearing banks, or at the bank upon which they 
are drawn in the case of cheques drawn on non-clearing banka 

» There is no uniform accounting system for all banks and the system outlined in 
this chapter is subject to modification and variation in the case of certain banks. 
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(i.e., walks ’’ cheques). The customer’s paying-in slip is handed 
to the ledger department for posting to the credit side of the 
customer’s account. 


RECEIVED WASTE BOOK. 


Name. 


J. Stewart. 
H. Burton . 
G. Harrison 


Total 

Amount. 


£ 8. d. 

112 I 0 0 
20 ; 0 0 
30' 0 0 


Town 

Clear¬ 

ing. 


£ ; 8.1 d. 

26 i 0 : 0 

; 

6 0 0 


Metro- i 

poLiTAN Country 
Clear- 1 Cheques. 

INO. 


30 


8.1 d. I £ 8. 

lo; 0 


16 0 ! 0 10 0 


d. £ 8. jd. 
44 10 0 

1 i 




£ 8. d. £ 


8. d.! £ 
12 


I 

20,0 0 


8. d. 
0 0 


I 


Note ,—The amounts paid in by Stewart, Burton and Harrison, and entered in the Counter 
Cash Book, are shown above as recorded in the Received Waste Book, the cheques being classified 
according to the different clearings and ** walks ” (i.e., non-clearing bankers’ cheques). 

The Waste Book is thus an analytical Cash Received Book, and also serves as a check on the 
receiving cashier. 


The Clearing House. This is an association of the leading 
banks and facilitates the collection and payment of cheques paid 
in by customers and drawn upon other banks. The cheques 
received by the bank head offices in London from their branches 
and city offices are sorted and listed, and are taken to the clearing 
house each day. The lists are totalled and at the end of the day 
a balance is struck, and each bank receives payment of the net 
amount due to it by all the other clearing banks by mcctiis of a 
draft on the Clearing Bankers' Account at the Bank of England, 
or makes a payment in a similar way of the net amount owing 
by it to the other banks. The cloarings are divided into Town, 
Metropolitan, and Country according to whether the branch 
bank on which the cheque is drawn clears through the Towm, 
Metropolitan, or Country Clearing sections of the London Clearing 
House. Cheques on non-clearing banks, or banks without clearing 
agents, go to the walks ” department for collection by the ‘‘ walks ” 
clerks. 

Local clearing houses for the collection of cheques, etc., 
drawn on local banks exist in various large towns, such as 
Birmingham and Manchester. 

Cash Paid, When payment of cheques drawn is made over 
the counter, the paying cashier enters particulars in a Paying 
Cashier’s Counter Cash Book, a specimen of which is shown 
on the following page :— 
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COUNTER CASH BOOK (PAYING CASHIER). 


Total. 

Name. 

Numbers of 
Bank Notes. 

Amount of 
Bank Notes. 

Money. 

£ «. d. 
10 0 0 

B. Astill. . . 

2/6 

42663)4 

£ 

10 

8, 

0 

d. i 
0 

£ 8. d. 

\ 

20 0 0 

D. Grayson . . 





20 0 0 

100 0 0 

C. Ford . . 

6/10 

44678/82 

60 

0 

0 

60 0 0 


The cheques are then handed to the ledger department for 
debiting to the respective customers’ accounts. 

Paid Waste Book. This records the cheques paid through 
the clearing house, etc., and also cheques credited to the accounts 
of other customers of the same bank. These cheques also are 
ultimately passed to the ledger clerks and debited to the accounts 
of the customers by whom they were drawn. 

Daily Bax^ance. At the end of each day the receiving and 
p»yi:7g cashiers agree the money in their tills with the figures 
on.^ed at by taking the opening balances of cash in hand, plus 
moi oy pall in, and less money paid over the counter, as recorded 
‘n the Counter Cash Books. 

i'he Received and Paid Waste Books are summarised daily, 
and the totals entered in a General Cash Book, a simple form 
of which is shown below. It should be noted that this book 
forms in effect one continuous journal entry, in totals, for the 
whole of the day’s transactions, the totals being i)osted to the 
General Ledger. 


Dr. 

GENERAL CASH BOOK. 

Cr. 

\ 1 

£ s. d. 



£ 8. d. 

To Currenl Accounts, paid in : 

160,006 10 0 

By Current Accounts, 



„ Deposit Accounts, do. 


10,000 0 0 

cheques paid 


110,610 10 0 

„ Bills Discounted . 


62,100 0 0 

„ Deposit Accounts, with- 



„ Customers’ Loans, paid j 1 


drawals 


4,000 0 0 

off . . . ! j 

3,600 0 0 

„ Loans to Customers . 


95,000 0 0 

„ Bills Payable, bills ! 


„ Acceptances, bills 



accepted 

60,000 0 0 

accepted 


60,000 0 0 

„ Acceptances, accept- i 


„ Bills Payable, accept- 



ances due 


80,000 0 0 

ances due . 


80,000 0 0 

„ Cheque Stamps 


6 16 8 

„ Clearing, Bank of Eng- 



„ Interest Received . 


620 0 0 

land . 


16,012 10 0 

„ Commissions 


126 0 0 

„ General Expenses 


224 10 0 

Total. 


£366,267 6 8 

Total . 


£364,847 10 0 

To Balance from previous 



By Balance to succeeding 



day 


22,212 10 0 

day . 


13,622 6 8 



£378,469 16 8 



£378,469 16 8 

1 
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General Ledger. This is the most important book kept by 
a bank, and contains accounts for all the assets and liabilities, 
profits and losses of the bank. The General Ledger is conse¬ 
quently self-balancing, and a Profit and Loss Accoimt can be 
prepared from the particulars contained in this ledger. Totals 
only appear in the General Ledger, the necessary details appearing 
in various subsidiary ledgers and registers. The total of the 
balances on each subsidiary ledger or group of ledgers must agree 
with the balance on the corresponding ledger account in the 
General Ledger. 

Thus, to take an example, there will be a Current Account in 
the General Ledger. This account will be debited daily with 
the total of withdrawals by customers on current account, and 
credited with the total amounts paid in, tlie corresponding 
entries appearing in the General Cash Book, as shown on page 708. 

As previously explained, each individual customer’s Current 
Account (in the Current Account Ledger) will have been written 
up in detail from the paying in slips, cheques drawn, and debit 
and credit slips. It is clear, therefore, that the Current Account 
in the General Ledger acts as a total account in respect of the 
Current Accounts Ledger (or Ledgers), and the balance of this 
total account at any time equals the totals of the individual 
balances on the Current Accounts Ledger. 

In a similar manner. Deposit Accounts, Investments, Loans, 
Bills Discounted, etc., are each represented by one total account 
in the General Ledger, the necessary details being recorded in 
separate Deposit Account Ledgers, Investment Ledgers, etc. 

The following illustrations show specimen forms of the Ourrent 
Account, i.e., Total Account in the General Ledger and an indi¬ 
vidual customer’s account in the Current Account Ledger. 


GENERAL LEDGER 

CURRENT ACCOUNTS. 


Datk. 


Dr. 


I 


Cr. 


Baijinck, 

Cr. 


19.. 
Dec. 31 
19.. 

Jan. 1 


£ s. d. i £ s. d. 

j 122,610,615 4 6 

i 

2,620,013 10 0 i 4,626,843 10 0 

3,676,823 6 0 i 6,796,653 0 0 

2,876,134 6 0 : 6,543,828 13 6 


£ B. d. 
122,010,615 4 6 

124,616,745 4 6 
126,836,574 19 6 
130,504,269 8 0 


Note.—This account will be balanced off monthly, quarterly, or half-yearly, 
according to the practice of the bank concerned. Totals are posted from the General 
Cash Book. A column for particulars is unnecessary and is usually omitted. 
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CURRENT ACCOUNT LEDGER. 

B. ASTILL, 56 SOUTHAMPTON ROW. W.C. 


Datb. 

Details. 

Db. 


Ce. 


Balanob 

Cfi. 

19.. 



£ 

8. 

d. 

£ 8. 

d. 

£ 8. 

d. 

Dec. 31 

By Balance 

. 




226 0 

0 

226 0 

0 

19.. 









Jan. 1 

To P. 21634. 

Jones . . . 

6 

6 

0 



219 15 

0 

» 2 

„ „ 21637. 

Brown. . . 

4 

4 

0 



216 11 

0 

» 2 

„ 21636. 

Self . . . 

10 

0 

0 



206 11 

0 

» 2 

.. „ 21636. 

Self . . . 

6 

0 

0 



200 11 

0 

» 3 

By Cash 





2 10 

0 

203 1 

0 

» 4 

To P. 21638. 

Harvey . . 

20 

0 

0 



183 1 

0 


„ Cheque 

Book. Debit 









Note 1257 .... 


16 

8 



182 4 

4 


Note .—This account will be balanced ofif quarterly or half-yearly. The balance 
standing on this account at any time is shown in the third money column, as it is, of 
v ourse, essen*ial that the banker should know the exact state of the account in order 
to prevent the c ustomer overdrawing his account without permission. Where interest 
is allor erl on current accounts, additional columns are inserted to provide for the 
oakoiation of inte. est on the day to day balance by means of the “ products ” method. 


Loans. 

Loans made to customers, and the interest thereon, are 
credited in the General Cash Book, and debited in total to a Loans 
Account in the General Ledger. A Loans Ledger is also kept, 
ajM the postings made from debit slips to the individual customer’s 
loan accounts. 

Bills Discounted. 

As previously explained a banker derives a considerable pro¬ 
portion of his profits from the discounting of Bills of Exchange 
on behalf of customers of good financial standing. In making 
his book-keeping entries, the banker debits the daily total of the 
face values of bills discounted to Bills Discounted Account in 
the General Ledger, and credits the discount deducted to Dis¬ 
count Account, the contra entries appearing in the General Cash 
Book. When the bills mature. General Cash Book is debited, 
and Bills Discounted Account credited with the total bills due 
each day. The banker also records details of bills discounted in 
the following memorandum books, viz,, 

(а) Bills Rec^eived for Discount Register, This contains full 

details as to drawer, acceptor, date and tenor of bill, 
etc. 

(б) Bills Discounted Ledger, This ledger contains an 

account in respect of each customer on whose behalf 
bills are discounted. It is written up from posting 
“ slips,” and agrees in total with the Bills Discounted 
Account in the General Ledger. 

(c) Bills Discounted Diary, The bills discounted are 
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entered in this book under their due dates, so that 
by referring to this book daily, all bills due can 
be ascertained, and promptly passed forward for 
presentation. 

It will thus be seen that the same bills are classified, in the 
Bill Diary in the order of their due dates, and in the Bill Ledger 
under the name of their respective owners. 

Acceptances. 

Banks very frequently accept bills on behalf of their customers, 
charging a commission for the accommodation, the customers 
undertaking to provide the bank with the necessary funds to 
meet the bills upon maturity. These bills are entered in memor¬ 
andum books and registers, in a similar manner to bills discounted, 
i.e., Acceptance Register, Acceptance Diary, and memorandum 
Acceptance Ledger. The total of the bills accepted is credited 
daily to an account headed “ Acceptances on Behalf of Customers 
in the General Ledger, representing the bank's liability on the 
bills accepted, and debited to an account called “ Liabilities of 
Customers for Acceptances, etc.,” which shows the contra aspect, 
i.e., the liability of the customer to place the banker in funds 
upon maturity of the bill. 

Pass Books. 

These are issued to all customers having Current or Deposit 
Accounts with the bank and enable the customer to review the 
state of his account at the bank. They constitute a copy of the 
customer's account in the Current or Deposit Account Ledgers, 
i.e., payments in are credited, and payments out are debited. 
Thus in this case the pass book corresponds very closely to the 
account of the customer in the bank's ledger. The pass books 
issued by some banks, however, represent the bank's account 
as it appears in the customer's own ledger, the debit and credit 
items appearing on reverse sides. In the former case the pass 

book is headed -, Esq., in account with the - Bank,” 

while in the latter case the heading is shown as “ The-Bank 

in account with-, Esq.” 

Generally, the Pass Books are written up from the original 
documents (cheques, paying-in slips, debit and credit slips) after 
these have been dealt with by the ledger clerks. When all the 
entries have been made the totals of the two sides should be agreed 
with the relative totals in the ledger account, and the balance 
between the totals agreed with that in the ledger by a responsible 
clerk. 

Many Pass Books are now issued in loose leaf form and are 
compiled by machines, the debits, credits and daily balances being 
set out in columnar form. A specimen ruling appears on page 68. 
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Final Accounts. 

The Profit and Loss Accounts of banks are compiJed on the 
same principles as those of ordinary commercial companies, viz., 
expenditure and losses are debited and income and profits are 
credited. An example is given on page 714, and it will be seen 
that most of the items are self-explanatory. When studying this 
example it should be noted that the Profit and Loss Account given 
is the published form of account in which details are considerably 
curtailed. A brief explanation is also appended of items usually 
appearing in Bank Balance Sheets. 

The provisions of the Companies Act, 1929, apply to banking 
companies, and the practical example given on pages 714 and 715 
should be studied with particular regard to the methods adopted 
in order to comply with the Act as regards disclosure in Balance 
Sheets. 

Liabilities. The items under this heading are the amounts 
owing by the bank to its customers and shareholders, together with 
the undivided balance to the credit of Profit and Loss Account. 

Capital Paid Up is the actual amount of money received 
from shareholders for shares issued to them. It should 
be noted that most English joint-stock banks have 
established a ‘‘ reserve capital ’’ by setting aside part of 
the imcalled capital for use only in the event of the 
liquidation of the bank, thus materially strengthening 
the security available for the bank's depositors. 

Reserve Fund is an accumulation of undivided profits and 
of appropriations specially made to provide against 
unforeseen contingencies of any kind. 

Currenty etc.. Accounts, This is the total amount owing 
by the bank to its customers and correspondents for 
deposits of all kinds, on current or deposit account. 

Acceptancesy etc,y on behalf of Customers. Under this head¬ 
ing is entered the total amount of the bank’s liability 
on its signature as endorser or acceptor of bills on behalf 
of its customers and agents. As the bank is able to 
fall back on its customers if necessary, a corresponding 
entry appears on the assets side. 

Rebate on Bills not Due, This is a reserve for the un¬ 
expired portion of discount charged. At the date of 
the Balance Sheet a number of the bills discounted by 
the banker will not have matured, and consequently, 
all the discount charged will not have been earned. 
The amount unearned, i.e., the amount from the date 
of the Balance Sheet to the dates of the maturity of 
the bills unpaid, wiU be calculated, debited to the 
Profit and Loss Account and shown in the Balance 
Sheet as a reserve. 

Assets. On this side appear the values of the cash, invest¬ 
ments and property held by the bank against its liabilities. The 
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assets are always arranged in order of realisability, so that 
customers and others interested in the concern can estimate 
the strength and stability of the bank at a glance by observing 
the proportion of liquid assets maintained by the management. 

Cash in hand represents the amount of cash, including coin 
and notes, held by the bank at its head office and 
branches, and also the balance of the bank's account at 
the Bank of England, which is treated as cash. No 
profit is earned on this item. 

Money at Call and Short Notice is surplus money lent by 
the bank to bill brokers and stock brokers at a low rate 
of interest, withdrawable at call or at very short notice. 
The money is often lent overnight, from one day to 
the next, or at seven days’ notice. The loans are 
secured by the deposit with the bank of first-class bills 
or other securities. 

Bills Discounted, This represents the bills of exchange 
» which have been discounted by the bank for its 
customers, and also the investments of the bank in bills 
which it has itself purchased in the open market. 

Investments are chiefly British and Colonial Government 
securities, railway debentures, local loans, etc., all of 
which are held more or less permanently, and interest 
is earned thereon. The portion of the investments 
“ lodged for public accounts ” is specially earmarked 
as security for the due repayment of public fimds 
lodged with the bank on the deposit and current 
accounts of Government departments and local 
authorities. 

Advances to Customers. This amount is the total owing 
to the bank by its customers and agents, on overdrafts 
and loans, and is secured by deposit of title deeds, 
share certificates, life policies, etc. Interest is paid 
at varying rates, and forms the bulk of the bank's 
profits. 

Bank Premises. The value of these is generally included 
at a much reduced figure, although the premises of 
many banks are extremely valuable. The buildings 
are, however, difficult to realise in times of stress. 

Book-keeping by Machinery. 

In Chapter XIV. we have considered the general features 
of machine aids to book-keeping, and it now remains to note 
their application to the accounting system of the banks, which 
in recent years have been making a greatly increased use of 
book-keeping machinery in order to effect economies in clerical 
labour and floor space. 

z* 
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THE X. Y. Z. BANK 

BALANCE 
As AT 31st 


Liabilities. 


Share Capital Authorised ;— 

2,869,079 Shares of £12 each . 
2,000,000 Shares of £2 lOs. eacsh 
5,771,052 Shares of £1 each 


Share Capital Issued :— 

2,869,079 Shares of £12 each, £2 10s. paid 
1,921,677 Shares of £2 10s. e^, fully paid 
1,466,078 Shares of £1 each, fully paid . 

Reserve Fund. 

Dividend payable on 1st February 19.. 

Balance of I^oQt and Loss Account, as below 


£ 8. d. 

. 7,172,697 10 0 
. 4,804,192 10 0 
. 1,466,078 0 0 


£ 8. d. 

34,428,948 0 0 
5,000,000 0 0 
5,771,052 0 0 


£45,200,000 0 0 


13,432,968 0 0 
13,432,968 0 0 
614,483 11 3 
869,258 0 2 


28,339,677 11 5 

Current, Deposit and other Accounts . .... 376,703,192 19 10 

(Including £271,051 6 0 on Public and other Accounts 
secured as per contra) 

Balauccs due to Alhiiat 'd Companies ..... 3,272,254 16 3 

- 379,975,447 16 1 

Aoc eptf'lei's and Confirmed Credits on account of Customers .... 19,779,217 16 3 

Bih-'.gr;iaent ' ^jn p.ccotmt of Customers. 17,695,148 8 7 

Th. Be -ik 1 u.h contracts running for the sale of Foreign Currencies to the 
vtiioe of £4,799,983 2a. 7d. which are covered by purchases to a corre- 
poudlng amount. 

rtu. total sum paid to Directors as remuneration for their services is as 
follows 

1 's and Income Tax thereon paid by the Bank . 44,301 19 0 

Fees and Income Tax thereon paid by Aflaiiated 
Companies to such Directors of those Companies 


as were also Directors of the Bank . . . 6,714 13 1 

Total.£51,016 12 1 


m5j89^491 12 4 


Dr. 


PROFIT AND LOSS ACCOUNT for the 


To Interim Dividend at the rate of 18 per cent, per annum, less Income Tax, 

paid 15th July, 19. 

„ Dividend at the rate of 18 per cent, per annum, less Income Tax, payable 

Ist February, 19. 

„ Bank Premises Redemption Fund ........ 

,, Officers’ Pension Fund. 

„ Balance carried forward to next Account. 


£ s. d. 

614,483 11 3 

614,483 11 3 
500,000 0 0 
220,000 0 0 
869,268 0 2 


£2,808,22 5 2 8 


Chairman. 


REPORT OF THE AUDITORS TO THE 
In accordance with the provisions of Sub-section 1 of Section 134 of the Companies Act, 1929, we 
We have examined the above Balance Sheet in detail with the Books at Head Office and with the 
Notes and Balances with the Bank of England, Balances with, and Cheques In course of Collection on 
Money at Call and Short Notice. We have also verified the Swuritles representing the Investments of 
that such Balance Sheet is properly drawn up so as to exhibit a true and correct view of the state of the 
shown by the books of the Company. 

LONDON, IDA January y 19.. 
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LIMITED 

SHEET. 

.December 19.. 


Assela. 

Ooin, Bank Notes and Balances with the Bank of England .... 
Balances with, and Cheques in course of Collection on other Banks in Great 

Britain and Ireland . 

Money at Call and Short Notice. 

Investments at or under Market Value :— 

War Loan and other British Government Securities (of which £426,436 6s. is 

lodged for Public and other Accounts). 

British Corporation Stocks. 

Colonial and Foreign Government Stocks and Bonds .... 

Sundry Investments. 

Bills Discounted. 


£ I. d. 

46,918,242 IS 10 

18,876,201 16 8 
21,670,909 7 8 


31,798,351 6 8 
249,497 16 6 
169,856 14 7 
711,186 13 7 
68,783,656 14 11 


Advances to Customers and other Accounts. 

'The X. Y. Z. Bank Executor <fe Trastee Company limited :— 

Loans on behalf of Clients. 

The A. B. Banking Company Limited :~ 

Government of Northern Ireland Guaranteed Loans Account . . , 

Liabilities of Customers for Acceptances, Confirmed Credits and Engagements . 
Bank demises at Head Office and Blanches, at cost less amount written off . 
Other Properties and Work in Progress for extension of the business, at cost less 

amount written off. 

ShareriTln AJEliated Companies:— 

The A. B. Banking Company Limited ;— 

200,000 Shares of £12 lOs. each, £3 10s. paid Reserve and Undivided 

Profits. 

The 0. D. Bank Limited :— 

100,000 Shares of £50 each, £10 paid.'v 

30,000 Shares of £10 each, fully paid.> 

R^erve and Undivided Profits.' 

The E. P. Bank Limited :— 

163,000 Shares of £20 each, £7 paid. \ 

Reserve and Undivided Profits. I 

X. Y. Z. Bank Executor <k Trustee Company Limited :— 

200,000 Shares of £5 each, £l paid.( 

Reserve and Undivided Profits..j 


178,676,901 3 4 
210,374,230 1 1 

164,444 0 6 

1,800,000 0 0 
37,474,366 4 10 
8,964,635 7 3 

1,213,349 5 9 

1,448,108 2 0 
2,940,064 6 5 

2,356,655 5 6 
376,847 16 8 


£445,789,491 12 4 


Year ended 31st December, 19.. 


Cr, 


£ 8. d. 

By Balance from last Account.. 848.563 6 7 

,, Net Profit for the year ended 31st December, 19.., including the sum of 
£421,104 dividends from the Aflillated Companies, full proton having 
been made for Rebate, Expenses, and all Bad and Doubtful Debts . 1,959,661 16 1 


£2,808,225 2 8 


Deputy 

Chairmen. .. Managiry} Director. 

Director. 


MEMBERS OP THE X. Y. Z. BANK LIMITED, 
report as follows:— 

certified Returns from the Branches. We have satisfied ourselves as to the correctness of the Coin, Bank 
other Banks in Great Britain and Ireland and Bills Discounted, and have verified the correctness of the 
the Bank, and having obtained all the information and explanations we have required, we are of opinion 
Company’s affairs according to the best of our information and the explanations given to us and as 


ODARXSRED AOOOUNTANTS, Auditor*. 
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Before the installation of book-keeping machines, it is first 
necessary to place the ledgers on a loose-leaf basis and to replace 
the pass-books by loose-leaf statements. The ledger accounts and 
the statements are prepared directly and independently from the 
cheques,debit slips,paying-in slips, etc., so that the statements form 
a check on the ledger. The vouchers are totalled automatically 
as they are posted to the Current Accounts, and the totals thus 
obtained are used for posting to the General Cash Book from 
which the General Ledger is written up. This is, of course, only 
an outline of the operations involved in keeping the Current 
Accounts, but the modifications required for other kinds of 
business, i.e.. Deposit Accounts, Loans, etc., are only slight. 

The niodtis operandi of a typical book-keeping machine used 
in the posting of Current Account sheets and pass-book sheets or 
statements is as follows :— 

The vouchers (i.e., cheques, paying-in slips, etc.) are sorted 
and the required sheet is placed in the machine, which itself 
adjusts the sheet into the correct printing position. The balance 
is then printed into an “ Old Balance column, and the mac];une 
automatically moves into position for debit or credit entries. 
When moving into the debit position the machine is automatically 
set. to subtract, and all that has to be done is to list the debit 
items. The machine then moves into position for the credit 
it^ma and becomes set for adding. After the credits are listed, 
the machine is moved to the “ New Balance ” column, where it 
prints the new balance on the pressure of a key. Lastly, the sheet 
is ejected by the machine and is replaced in its permanent re¬ 
ceptacle. If the result of the postmgs is an overdraft, the machine 
will not register the new balance until the clerk makes a special 
adjustment. He is therefore made aware of the debit balance, 
and when this is finally printed it is automatically marked “ OD ” 
or “ DR ” by the machine. 

The machine, while it has been arriving at the new balance, 
has also totalled the debits, totalled the credits, and produced 
a “ Tally Roll ” which gives a complete history of every entry 
made. 

The total of debits and credits posted to each ledger can be 
transferred into a Control Book which must agree with the figures 
already obtained for the General Ledger from the Waste Book 
Summary, and this agreement will prove that all debits and 
credits have been correctly posted. 

The statements, i.e., the bank pass-book sheets, are made up 
independently from the original vouchers. The totals of debits 
and credits are compared with those obtained by the ledger 
clerk, and if they agree, as they should, the two Tally Rolls are 
placed side by side. This comparison provides a check on the 
entries but does not prove that all the items have gone to the 
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correct accounts. In order to check this, the statements are com¬ 
pared with the current account before being handed over to the 
customer, and if the individual balances agree, this can be con¬ 
sidered as conclusive proof of the correctness of both, as it is 
unlikely that clerks working independently wiU make the same 
mistake. 

Under such a system as that described above, periodical 
statements can be regularly sent to customers, who no longer 
need submit their pass books to obtain an up-to-date account. 


EXERCISE 17. 

A. (a) What undertakings are compelled (by Statute) to adopt the Double 
Account System ? 

(6) In the case of the acquisition of new equipment in order to replace 
discarded equipment, what is the difference in treatment under 
the Double Account System and under the Single Account or 
Ordinary Commercial System ? 


B. {a) Where is the main difference to be found between accounts presented 
under the Double Account System and those presented on the 
Single Account System ? 

(6) What is the actual result of the treatment of the cost of repairing 
wastage under the Double Account System ? Compare this with 
the practice under the Single Account System. 


C. Describe the differences, if any, in the method of presenting the Balance 
Sheets of Companies whose accounts are kept;— 

(а) On the Single Account System. 

(б) On the Double Account System. 


D. The expenditure on Capital Account of the L. C. Water Company to 30th 
June, 19.., was as follows :— 


£ 


Plant. 

236,421 

Furniture .... 

220 

Tools, etc. 

280 

Meters. 

4,630 

and the receipts on Capital Account were 

Ordinary Shares 

140,000 

Preference Shares 

76,000 

Debenture Stock 

30,000 


During the following year the receipts and payments on Capital Account 
were: Ordinary Shares, £10,000; Preference Shares, £5,000; Plant, £9,640; 
Meters, £240; Property, £9,769. 

Compile a Capital Account on the Double Account System. 


E. The following are the balances of the General Railway Company for 
the half-year ended Slst December, 1940. Prepare in the prescribed form 
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(1) Capital Account, (2) Revenue Account, (3) Net 

Revenue 

Account, (4) 

General Balance Sheet:— 

£ 

£ 

Mortgage Debenture Interest 

30,000 


„ „ „ accrued . 


11,400 

Prior Lien Debenture Interest 

14,000 


„ „ „ accrued 


3,600 

Cash at Bankers and in hand— 

London . 

11,000 


Abroad ....... 

4,000 


Interest received ..... 


35 

Investments. 

25,000 


Loss on Exchange. 

3,000 


Income Tax. 

2,200 


Miscellaneous Receipts .... 


160 

Passenger Receipts. 


22,000 

Freight, Storage, etc. 


71,000 

Steamboat Service. 


2,400 

General Reserve Account .... 


2,000 

Special Trains. 


1,600 

Renewal of Plant Reserve Account 


2,000 

Traffic Expenses. 

16,000 


Maintenance of Way, Works, etc. 

8,000 


Transfer Fees. 


50 

Capital Receipts (Share and Debenture) 


1,463,000 

l/>conjotive Power ... 

10,000 


Capital Exwnditure to 30th June, 1940 

Do. Half-year ended 31st D(?cembej, 1940 

1,400,000 


27,000 


Government Subsidy for half-year ended 
3l8t December, 1940 .... 


24,000 

Fepaini and Renewals of Carriages and 
Wagons. 

1,900 


Remuneration of Trustees for Debenture 
holders. 

400 


Compensations. 

200 


General Charges. 

12,000 


Net Revenue Account, balance 30th June, 
1940 . 


6,066 

Dividend Account—Balance of Dividend paid 
for half-year ended 30th June, 1940 

6,000 


Stores on hand and in transit, 31st December, 
1940. 

26,000 


Interest and Discount .... 

1,000 


Bills Receivable ..... 

3,000 


Bills Payable. 


2,860 

Sundry Debtors, London .... 

8,000 


„ Abroad .... 

16,600 


Sundry Creditors, London .... 

2,000 

„ Abroad .... 


8,000 

Unclaimed Interest. 


160 


£ 1 , 622,200 £ 1 , 622,200 


F. The following particulars relate to the Northern Banking Company 
Limited. You are required to draft the Balance Sheet, using imaginary figures:— 

Money at Call and Short Notice. 

Bills Discounted. 

Advances to Customers. 
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Reserve Fund. 

Capital Paid Up. 

Investments at or under market value. 

Liabilities of Customers for Acceptances and Engagements. 

Coin, Bank and Currency Notes and Balances with Bank of England. 
Current, Deposit and other Accounts. 

Balance of Profit and Ixws Account available for distribution. 

Balances with and Cheques in course of collection on other Banks in the 
United Kingdom. 

Bank Promises at Head Office and Branches at cost less amounts 
written off. 


G. Frame a Balance Sheet from the following figures extracted from the 
books of the South of England Banking Company, Limited, as at 31st December, 
19.. 


Cx)in, Bank and Currency Notes and Balances with 

the Bank of England. 

Bills Discounted. 

Investments at or under market value . 

Capital Paid up, viz.:— 

2,869,079 Shares of £12 each, £2 lOs. paid 
1,475,262 Shares of £2 10s. each fully paid . 
Balances with and Cheques in course of Collection on 
other Banks in the United Kingdom 

Reserve Fund. 

Money at Call and Short Notice .... 
Balance of Profit and Loss Account available for 

distribution. 

Advances to Customers and other Accounts 
Liabilities of Customers for Acceptances and 

Engagements. 

Current, Deposit and other Accounts 

Bank Premises at Head Office and Branches at cost 

less depreciation. 

Shares in A. and B. Banking Companies, Limited 
(affiliated to the South of England Banking 
Company, Limited) at cost .... 
Acceptances and Engagements on account of 
Customers. 


£ 8. d. 

69,989,012 4 8 
72,118,033 17 8 
56,768,808 9 10 

7,172,697 10 0 
3,688,155 0 0 

12,802,707 1 7 
10,860,862 10 0 
11,651,496 13 10 

1,461,487 1 10 
176,779,261 9 8 

19,848,321 11 2 
375,117,092 4 6 

4,942r,299 9 1 


3,268,665 0 0 
19,848,321 11 2 


H. Draw up a bank balance sheet approximating to that of any London 
Clearing Bank, and give a short explanation of the items occurring in it. 


I. Give a brief outline of the ** slip ” system of posting as applied to the 
accounts of a bank. 


J. From the following particulars draw up (1) Balance Sheet of a company as 
on 30th June, 1941, on the Single Account System; and (2) the Capital Account 
and General Balance Sheet as on the same date on the Double Account System. 

Nominal Capital, £300,000; Issued Capital, £260,000 ; 6% Debentures, 
£40,000; Trade Creditors, £16,000; Reserve Fund, £15,000; ftade Debtors, 
£38,000; Cash at Bank, £35,000; Investments (reserve), £16,000; Stock, 
£24,000; Profit and Loss Account, £16,000. 
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Expenditure to 3()th June, 1940.—Land, £12,000; Shafting, etc., £135,000; 
Machinery, £40,000; Buildings, £13,000. The expenditure during the year to 
30th June, 1941, was £25,000, £26,000 and £10,000 on the last three items, and 
a Depreciation Fund of £25,000 had been created. 


K. The following items represent the position of a Bank on 31st December, 
1940, and the whole of its transactions during 1941. 

Open up necessary accounts and prepare a Balance Sheet at Slst December, 
1941 


Capital paid up, 3l8t December, 1940 .... 500,000 

Balance of l^ofit and Loss Account, 3l8t DccemlxT, 1910 . 9,750 

Liabilities to Customcre on Current Account-s . . . 325,000 

Liabilities to Customers on Deposit Accounts . . . 236,500 

Advances on Current Accounts and Loans . . . 088,006 

Bills of Exchange in Hand. 157,050 

Investments ......... 1.50,000 

Cash in Hand. 25,W) 

Cash at Call and Short Notice. 50,000 

Cash paid in by (histoiners on Current Accounts . . 2,500,000 

Cash paid out to Customers on Current Accounts . . 2,440,000 

Cash paid in by Depositors. 755,000 

Cash paid out to Depositors. 677,(X)0 

Bil’ji i^eceivablc—Discountcnl .... £300,000 

IjCss Discount charged thereon . . . 10,5(X) 


Cash paid out on Bills DiscounU^d . . . 10,OCX) 

Balance credited to Customers’ Current Accounts 279,500 

- 289,500 


It may be assumed that apart from the assets and liabilities in which trans¬ 
actions have taken place during the year, the remaining Balance Sheet items 
are identical with the balances thereof as at the commencement of the year. 






CHAPTER XVIII 


INSURANCE COMPANIES’ ACCOUNTS; BUILDING 
SOCIETIES’ ACCOUNTS 


A DISTINCTION is sometimes observed in the usage of the terms 
“ Assurance ” and “ Insurance/' the former being practically 
confined to Life Assurance business (including endowment 
assurance and annuities), whilst the latter term is used to denote 
insurance contracts covering events which may or may not 
happen, such as fire, burglary, accident, etc. Although, in 
practice, this distinction is not rigidly adhered to, a contract of 
assurance may be said to be one made between two parties 
(assurer and assured), which guarantees payment of the sum 
assured by the assurer to the assured upon the happening of a 
certain event dependent upon human life. Such a contract is 
not one of indemnity. A contract of insurance contemplates the 
granting of certain payments or benefits, by the insurer to the 
insured, consequent upon the happening of certain events, 
stipulated in the contract, which events are not expected, but 
which may happen. It is, therefore, a contract of indemnity 
against a contingency, e.g., a Comprehensive Motor Car policy 
granting protection against 'probable accidents and possible legal 
liability arising therefrom. The assurance or insurance contract 
is evidenced by a document termed the “ Policy." 

Classes of Assurance Companies and Policies. 

Life assurance companies may be divided into two main 
classes, viz.:— 

(1) Proprietary Companies, the capital of which is 

subscribed by shareholders, who are entitled to 
receive the surplus or divisible profits in the form 
of dividends as are shareholders in other companies. 
All or part of the profits on “ with profit" policies 
belong to that class of policy-holder, the shareholder 
portion being the surplus on the non-profit class 
together with the balance (if any, allowed by the 
Articles of Association, etc.) of the profits on the 
‘‘ with profit" policies. 

(2) Mutual Companies, formed by the policy-holders 

themselves, and the capital of which is, in the first 
instance, composed of the original premiums of 
the earliest policy-holders. The whole of the 

721 
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surplus is available for distribution amongst the 
“ with profit policy-holders. 

The policies issued are divisible into two main classes, viz., 
“ With Profit'' and Without Profitpolicies. The former 
type of policy, in addition to safeguarding the principal sum 
assured, confers the right to participate in the company's 
bonus distributions. Without Profit'' policies confer no such 
right, and the amount payable is restricted to the sum specified 
in the policy. The premiums payable for “ with profit'' policies 
are naturally fixed on a higher scale than those for ‘‘ without 
profit'' policies. 

All contracts of insurance or assurance are known as contracts, 
''uberrima fidei'" i.e., “ of the utmost good faith," and this means that 
the contract will be void and of no effect unless the proposer 
discloses to the company every material fact of which he has 
knowledge, and which may affect the insurance. Similarly, the 
insurer must exhibit the utmost good faith in his dealings with 
the insured. Moreover, the proposer must have an insurable 
interesty i.e., some pecuniary interest at the time the policy is 
tak^n out in the life of the person assured or other subject-matter 
of the insurance. 

Where large amounts are insured, insurance companies 
c ustomarily reinsure part of the risk undertaken ; that is, the 
co.Hpsn> which undertakes the risk in the first instance pays 
to another company a premium for the right to recover part of 
the original sum assured as and when a claim occurs. Such 
reinsurance contracts are quite distinct and separate from the 
original insurance, and any rights accruing under the reinsur¬ 
ance policy vest only in those companies who are parties to the 
reinsurance contract ; the original person insured has no rights 
under it. 

It is a common practice for insurance companies to transact 
various classes of business, e.g., fire, life, accident, and marine 
business, and such companies are often termed “ composite 
companies " as distinct from those companies which transact 
one class of business only. Those companies, other than life 
assurance companies, which combine for the fixing of rates for the 
risks undertaken are known as tariff companies or oflRces. 

Premiums. 

In order to effect an insurance the proposer first of all 
completes a proposal form which becomes the basis of the 
contract between the parties. The amount payable by the 
assured on acceptance by the company of the proposal is known 
as the “ first premium," subsequent premiums being termed 
‘‘ renewal premiums." Usually; life assurance premiums are pay¬ 
able yearly in advance, but monthly, quarterly or half-yearly 
premiums may be arranged at slightly extra cost. In the case of 
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a class of life assiirance known as “ Industrial Assurance,” in 
which the sums assured are small, the premiums are payable 
weekly or monthly. Occasionally, a single lump sum (termed 
a “ single premium ”) is paid, and the assurance company, in 
such cases, issues a fully-paid policy. The premiums payable 
under “ annuity policies ” are technically termed the “ con¬ 
sideration for annuities granted,” and in most cases these consist 
of single payments, the company paying the annuity, i.e., an annual 
sum to the person assured (the annuitant), from a specified date. 

Premiums for other classes of insurance, e.g., fire, burglary, 
etc., are usually payable yearly. 

Surrender Value. 

This term is used to denote the monetary value of life assurance 
policies which will be paid to the assmred in the event of the latter 
wishing to “ surrender ” his policy and to cancel the contract of 
assurance. Usually, a policy has to be in force a stated minimum 
period (say three years) before it acquires a surrender value, and 
thereafter the value increases proportionately with the payment 
of each successive year’s premium. 

Statutory Provisions relating to Accounts of Insurance 
Companies. 

The accounts of insurance companies are regulated by the 
provisions of the Assurance Companies Act, 1909, the form of 
the Revenue Accounts, Profit and Loss Account and Balance 
Sheet being prescribed by the First, Second and Third Schedules 
to that Act respectively. Insurance Companies (other than 
mutual companies) are, however, also subject to the Companies 
Act, 1929, so far as this Act applies, and the provisions of this 
Act regarding disclosure in Balance Sheets must, therefore, be 
observed. Accident companies are also required to render 
returns under the Fourth Schedule, but companies which transact 
marine insurance business only are not subject to these statutory 
requirements. 

The ordinary principles of double entry book-keeping apply 
equally to insurance companies’ accounts as to general com¬ 
mercial accounts, and the columnar or tabular system of arrang¬ 
ing the subsidiary books is particularly suitable to insurance 
accounting. The books in use necessarily vary according to 
the nature of the business transacted, but they will include :— 

Policy Registers. 

Renewal Premium Registers. 

Premium Cash Books. 

Agency Cash Books. 

Investment and Dividend Registers. 

Claims Register. 

General Cash Book. 
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These registers are essentially technical, and, as may be 
expected, the forms in actual practical use vary considerably. 

Deposits with the Paymaster-General. 

Every assurance or insurance company transacting any of the 
following classes of business, viz. :— 

(a) Life Assurance ; 

(b) Fire Insurance ; 

(c) Accident Insurance (commonly called Personal 

Accident) ; 

(d) Employers’ Liability Insurance ; and 

(e) Bond Investment, 

must deposit, and keep deposited, with the Paymaster-General, 
for and on behalf of the Supreme Court, the sum of £20,000, 
subject to the provisos mentioned below, and this sum will be 
invested in such securities as are usually accepted by the Court 
and which the Company may select, the interest thereon being 
[iaid to the Company. 

Tli.j following table summarises the principal requirements 
relating to lejfosits ;— 

V -CASS oy 

Jr.S0EANCK. Deposit Required. 

life. £20,000. This deposit is not withdraw¬ 

able so long as a company transacts life 
assurance business. 

L ire. £20,000. Where a deposit has already been 

made in respect of another class of 

business, no further deposit is required 
for fire business. 

Accident. £20,000. Where a deposit has already been 
made in respect of another class of 

business, no further deposit is required 
for accident business. 

Employers’ £20,000. Where a deposit has already 

Liability. been made in respect of another class of 
business, and the Employers’ Liability 
Fund amounts to £40,000, no further 
deposit is required for Employers’ 
Liability business. 

Bond £20,000. Where a deposit has already 

Investment. been made in respect of another class 
of business, and the Bond Investment 
Fund amounts to £40,000, no further 
deposit is required for Bond Investment 
business. 

The Industrial Assurance Act, 1923, requires a deposit of 
£20,000 to be maintained for industrial life business. 
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Separation of Funds. 

Under the provisions of Section 3 of the Act (this and other 
“ section " references in this chapter are to the Assurance Com¬ 
panies Act, 1909), a company transacting other business besides 
that of assurance is required to keep separate accounts for the 
insurance business transacted. Moreover, if more than one 
class of insurance business is transacted, whether by a company 
transacting insurance business only, or otherwise, separate 
accounts must be kept of each class of assurance or insurance 
business transacted. 

It is accordingly necessary for all monies received in respect 
of each class of business to be carried to and form a separate 
assimance fund with an appropriate name, e.g., Life Assurance 
Fund, Employers’ Liability Insurance Fund, etc., and it is the 
duty of the auditors to certify that this provision has been com¬ 
plied with. 

In” connection with these special funds, it should be noted 
that a fimd of any particular class is to be considered as belonging 
absolutely to the poUcy-holders of that class, in the same way 
as if the company carried on that particular class of business 
only. Consequently, it is illegal for any company to use or 
draw on, e.g., the Life Fund, in respect of Fire claims. 

This Section applies, in its entirety, to Life assurance and 
Employers’ Liability insurance, but with respect to Fire and 
Accident insurance it is modified by the provisions of Sections 
31 and 32, which enact that the funds in respect of these two 
classes of business need not be kept separate but may be mcTeed, 
if it is so desired. 

The Act makes no stipulation as to the investment of the 
various funds, and these need not be kept separate, but may 
be pooled. The separate accounts wfil indicate what proportion 
of the total investments is applicable to each fund. It should 
be noted, however, that a large number of companies prefer to 
earmark their investments in respect of each fund, but whilst 
this is sometimes accurately done, in other instances the alloca¬ 
tion is only approximate. If the funds are not earmarked, the 
interest on the total investments is ascertained and the net 
rate earned applied to each separate fund, that is, each fund 
receives its due proportion. 

With life assurance fimds, however, many composite com¬ 
panies not only separately earmark their investments but keep 
the whole of the transactions for this class of business quite 
distinct and issue a separate balance sheet for the life assurance 
department. 
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Accounts in Prescribed Form. 

Every assurance company must, at the expiration of each 
financial year, prepare— 

(a) A Revenue Account for each class of business trans¬ 

acted, 

(b) A Profit and Loss Account, and 

(c) A Balance Sheet, 

in the form set out in the First, Second, and Third Schedules 
to the Act respectively. 

Profits of Life Assurance: How Ascertained. 

The profits of a life assurance company (or the life depart¬ 
ment of a composite insurance company) can be ascertained 
only by means of an actuarial valuation of its assets and 
liabilities; this valuation must be made once at least in every 
five years (Section 5). Some companies make this valuation 
yearly, but, more usually, it is made every fifth year, and thus 
is known as the Quinquennial Valuation, The necessity for this 
procedure arises from the fact that the profits—or losses—on 
life assurance business cannot be determined by ordinary 
commoi cial methods. 

The method adopted is to prepare, by means of actuarial 
tabh a valuation statement showing— 

(1) The present value of the company’s total liabilities 

on its current policies in force ; and 

(2) The present value of the total premiums receivable 

by the company under its policies, excluding that 
portion of the premium required for expenses, etc. 

The difference between these two figures is the company’s net 
liability on the policies and is transferred to the left (or debit) 
side of the Valuation Balance Sheet. On the right-hand side 
appears the total amount of the Life Assurance funds, and the 
difference between these two amounts will be the surplus or 
deficiency as the case may be. The following is the ordinary 
form of Valuation Balance Sheet:— 

VALUATION BALANCE SHEET OF THE ARCTIC ASSURANCE COMPANY. 
Dr. As AT 3l8T Deobmbkb, 19.. Cr, 


£ 

To net liability under Life 
Assuranoe and Annuity 
transr^tions (as per sum¬ 
mary statement provided 
in Fourth Schedule (A)) 

H Surplus, if any 

£ 


£ 

By Life Assuranoe and An¬ 
nuity funds (as wt 
balance sheet under 
Schedule 3) . 

„ Deficiency, if any . 


£ 
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The surplus is dealt with according to the constitution of the 
company. In the case of mutual companies the whole of the 
surplus (including the surplus from “ without profits " policies) is 
available for division amongst the “ with profits " policy-holders. 
In the case of proprietary companies the with profits'' and “ with¬ 
out profits " policies are customarily kept in two distinct classes ; 
a certain proportion of the profits arising from the former class is 
allocated for division as “ bonuses '' to the policy-holders of that 
class, and the remainder is available, together with the entire 
surplus on the “ without profitspolicies, for distribution to the 
shareholders. The usual practice is to transfer one-fifth of the 
surplus each year to the General Profit and Loss Account. 


Ascertainment of Profits on Fire Insurances, etc. 

The profits on Fire and other classes of Insurance are 
ascertained by setting against the income received the amount 
of claims, losses and expenses, etc., and reserving a percentage, 
usually 40 per cent., of the net premiums for unexpired risks. 
This adjustment is made in the Revenue Account. 

The Revenue Account of an Insurance Company. 

The one outstanding difference between the Revenue Account 
of an insurance company and that of an ordinary trading com¬ 
pany is that in the fornier the location of items is reversed. 

The general rule of book-keeping in connection with trading 
companies is that in the case of Nominal Accounts, under which 
heading the Revenue Account is classified, debit entries represent 
losses and expenses, whilst credit entries represent projits cr gains. 
In connection with insurance accounts, however, the debit side 
of the Revenue Account contaiiLs the profits or gains, and the 
credit side represents losses and expenses. This important point 
of practice should be borne in mind, but it must be remembered 
that this reversal of sides applies only to the final accounts, and 
not to the actual ledger accounts themselves. 

The abbreviations “ Dr." and Cr." are omitted from the 
final accounts of insurance companies, and as the Act is re¬ 
sponsible for the nature of these forms, they must be accepted 
and adhered to, although not in conformity with the usual 
practice in commercial accountancy. 

The student who has mastered thoroughly the general 
principles of book-keeping will realise that the Revenue Account 
is a concise summary showing on the one side the true income 
for the period, and on the other side the true charges incurred 
relating to that income. 

In other words, the left-hand (or debit") side of an 
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Assurance Company’s Revenue Account shows the following, 
viz. :— 


(а) The Property (Insurance Fund) at the commence¬ 

ment of the year, and 

(б) The premiums and other income for the year of account. 

The right-hand (or “ credit side shows :— 

(а) The losses (including claims and surrenders) and ex* 

penses rightly chargeable against that income ; 

(б) Any surplus or realised profits which have been 

transferred to Profit and Loss Account, and 
(c) The Property (Insurance Fund) at the end of the 

year. 

Since the profits of a life assurance company can be ascertained 
only by actuarial valuation, the balance of the revenue account 
docs nob represent profit, as in the case of a trading concern, but 
simply mdicates the proportion of the assets which is available 
for the purposes of that particular fund. 

S: ction 4 of the Act demands that a separate Revenue 
Accouaf in respect of each class of business must be prepared 
and is.ued. Mainly, the same features appear in each, as is 
shfrtvm in the examples given on pages 730 to 732. In these 
casoc attention should be paid to the apportionment of 

general ciiarges, as the percentages of working expenses to 
premium income vary in different classes of business. 


The Profit and Loss Account of an Insurance Company. 

In an ordinary trading company, the Profit and l^oss Account 
includes on the debit side all losses and expenses, and on the 
credit i^ide all profits and gains, in each case arising out of the 
period of account only. 

Insurance companies are required to reverse these sides, as 
in the Revenue Accounts, and to utilise the form prescribed by 
the Act. In such cases, the income not otherwise dealt with, 
and profits realised from the several Revenue Accounts, are 
placed on the left-hand side, whilst losses realised as shown by 
the Revenue Accounts, dividends and bonuses paid to share¬ 
holders, and other payments and expenses not chargeable to 
Revenue Accounts, are included on the right-hand side. 

Section 4 of the Act stipulates that a Profit and Loss Account 
must be prepared, annually, by every insurance company trans¬ 
acting more tha,n one class of insurance business. That is to 
say, a company transacting Fire business only (or any other 
single class of business) is not required to prepare a Profit and 
Loss Account in addition to its Revenue Account. 
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In order that the policy-holders of the company may know 
the amount of the dividends paid to shareholders, it is usual, in 
such cases, either to show the dividends paid on the expenditure 
side of the Revenue Account, under the heading “ Other Pay¬ 
ments,'' or to prepare a Profit and Loss Account in the usual 
manner. 

An example of a Profit and Loss Account in the statutory 
form (Second Schedule) is given on page 732, and it should be 
noted that the balance of this account represents the undis¬ 
tributed balance of profits. The net profit for the year may be 
arrived at by adding the dividend to the closing balance and 
deducting the commencing balance. 

From a commercial viewpoint a more correct method of 
ascertaining the current year’s profits would be to show separately 
the Interest and Dividends, Profits realised, etc., deducting 
therefrom the Expenses, Losses and Income Tax, but the accounts 
must be shown in the form provided for in the Act. 


The Balance Sheet of an Insurance Company. 

The Liabilities are shown on the left-hand side of the Balance 
Sheet, and the Assets on the right-hand side, and in this respect 
there is no difference between commercial and insurance Balance 
Sheets. A specimen Balance Sheet in the prescribed form is 
given on page 733, from which it will be seen that the liabilities 
of insurance companies may be classified under three general 
headings, viz., 

(а) Funds, including Paid-up Share Capital, 

(б) Outstanding Claims, 

(c) Other sums owing by the Company, 

while the assets may be classified under five general headings, viz., 

(a) Mortgages (two classes). 

(b) Loans (six classes). 

(c) Investments (eighteen classes). 

(d) Cash and other “ liquid " Assets. 

(e) Sums owing to the Company. 
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FIRST SCHEDULE 

(B .)—Form applicable to Fire Insurance Business. 

REVENUE ACCOUNT OP THE BLANK INSURANCE CO., LTD. 

For the Year knoinq 31st December, 19.., jn respect of Fire Insurance business. 



£ 

£ 


Amount of fire Insur- 




ance fund at the 




beginning of the 




year 




Reserve for un- 




expired risks . 

600,000 



Additional reserve 




(if any) . 

40,000 





040,000 


Premiums 


1,600,000 


Interest, dividends 




and rents 

72,000 



Less income tax 




thereon . 

28,000 



— 


44,000 


Other receipts (accounts 

to be 



1 specified) 

1 


nil 


1 

1 


£2,284,000 







ClaimB under policies paid and 
outstanding 

Commission .... 
Expenses of management 
Contributions to Are brigades . 
Other payments (accounts to be 
spwified). 

Profit realised transferred to 
Profit and Loss Account . 
Amount of fire in- 
surance fund at £ 
the end of the 
year as per Third 
Schedule:— 

Reserve tor un¬ 
expired risks, 
being 40* per 
c.ent. of premi¬ 
um income for 
the year . 640,000 

AdditionaJ Reserve 
(if any) . . 20,000 


£ 

800,OOC 
• 200,000 
350,000 
13,000 


261,000 


660,000 

£2,284.000 


* This figure is inserted merely for the purpose of illustration ; no definite peroeutuge i£ r ated in 
the Act. 

Note l.—Items in this Account to be the net amounts after deduction of the amounts paid and 
received in respect of reinsurances of the Company’s risks. 

Note 2.—If any sura has been deducted from tlie Eiperscs of Management account, and take’i credit 
for in the Balance Sheet as an asset, the sum so deducted to be separately shown in the above account. 
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FIRST SCHEDULE 

(0 .)—Form applicable to Accident Insttrance Business. 

REVENUE ACCOUNT OP THE BIANK INSURANCE 00., LTD. 
for THB YBAR BNDINQ sift DBCRMBBR, 19.., IN KBSPBOr OF AOaOBNT INSURANOB BUSINBSS. 



£ 

£ 




£ 

Amount of accident insur¬ 




Payments under policies, including 


ance fund at the begin¬ 




medical and legal expenses in 


ning of tlie year:— 




connection thereveith 


146,000 

Reserve for uneipired 




Commission 


26,600 

risks 

71,500 



Expenses of management 


9,500 

Total estimated lia¬ 
bility in respect of 




Other parents (accounts to be 
specified)— 


outstanding claims . 
Additional reserve (if 

4,500 



Amount of accident insur¬ 

£ 


any) . 

l.OOC 

77,000 


ance fund at the end of 
the year as per Third 








rremiums 


180,000 


Schedule:— 







Reserve for unexpired 



Interest, dividends, and 

1 



risks, being 40 per 



rents . . . . 1 

3,900 



cent, of premium 



less income tai there- 




income for the year 

72,000 


1 on . . . 

1,900 



Total estimated lia¬ 


! 


2,000 


bility in respect of 



' (trier rt'ceipts (a^'couuta to be 


1 

outstanding claims 



specified)— 




as lu'r Fourth 



Z.D.«5 realised transfirred to 



Schedule (0) . 

C,300 


Fnnit and Loss Account . 

2,000 


Additional reserve (If 







any) 

1,500 

80,000 


£ 

261,000 



£ 

201,000 









—iUiTiis in this Acc</unt to be the net amounts after deduction of the amounts paid and 
rf-celvtU in respect o; leinsuranccs of the Company’s risks. 

Note 2.—Ij .my sum bos been deducted from the Jlipenses of Management account, and taken credit 
for in the Bfdance Sheet as an asset, the sum so deducted to l)e separately shown in the above account. 


SECOND SCHEDULE 

PROFIT AND LOSS ACCOUNT OF THB BLANK INSURANCE CO., LTD. 
FOR THE Year ending 318T DBCEMBER, 19.. 



£ 

£ 


£ 

Balance of lost year’s account . 


320,000 

Dividends and bonuses to 


Interest and dividends not 



ahareholdem 


carried to other accounts . 

90,000 


Expenses n jt charged to other 


Less Income tax thereon . 

40,000 


accounts.... 




60,000 

liOss realised (accounts to be 


Profit realised (accounts to be 



specified)— 


specified)— 



Accident Account . 

2,000 

Fire Account . 

261,000 


1 Marine Account . 

6,000 

Employers' Liability 


1 



Account 

90,000 

361,000 

I Other paments (accounts to 

1 spedfled)— 

be 

Other receipts (accounts to be 



Income Tax paid and provided 

speclfied)-- 



for . 


Transfer Fees 


200 

Balance as per Third Schedule 




£731,300 




£ 

90,000 

25,000 


8,000 

150,000 

448.300 


£721,200 
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THIRD SCHEDULE 

BAIjANOB shbbt op teb blank inbuhahob company, ltd. 
On the 31ST December, 19.. 


Liabilities. 

Shareholders’ Capital 

£ 

Assets. 

£ 

Mortgages on property within the United 

£ 

Authorised and fully sub¬ 
scribed, 600,000 shares of 


Kingdom ...... 

Mortgages on projicrty out of the United 

500,000 

£5 each, of which £1 per 
share is paid up 


Kingdom. 

200,000 

500,000 

Loans on Parocliial and other Public Rates . 

66,000 

Life Assurance Ponds • 


Do. Life Interests .... 

25,000 

Ordinary branch 

8,542,000 

Do. Reversions. 

40,000 

Industrial do. . 

nil 

Do. Stocks and Shares .... 

10,000 

Annuity Fund • . . . 

300,000 

Do. Company’s Policies within their 

Mre Insurance Fund . 

660,000 

Surrender Values 

300,000 

Accident Insurance Fund . 
Employers' Liability Insurance 

80,000 

Do. Personal Security .... 
Investmente:— 

Deposit with the High Court (securities to 

1,000 

PYind. 

300,000 


Bond Investment and Endowment 


be specified) ..... 

20,000 

Certificate Fund 

nil 

Britisli Oovemment Securities 

4,500,000 

Marine Insurance Fund 

200,000 

Municipal and County Securities, United 

Sinking Fund and Capital Re- 


Kin^om. 

Indian and Colonial Government Securities 

250,000 

demption l^'und * . 

102,800 

400,000 

Profit and Lose Account . 

448,200 

Do. I'rovincial Securities . 

16,000 

Other Funds (if any) to be specified 

Do. Municipal Securities . 

200,000 

Oeneral Reserve Fund . 

209,000 

1 Foreign Government Securities 

450.000 



11,342,000 1 Do. lYovincial Securities . 

60,000 

Cfialms Admitted or Intimated i'Ut 
not Paid f :— 


Do. Municipal Securities . 

Railway and other Debentures and De¬ 

280,000 

Lile assurance . 

200,000 

benture Stocka—Home and Foreign 

2,000,000 

Fire insurance . 

230,000 

Railway and other Preference and Guaran¬ 


Bond Investment 

nil 

teed Stocks . 

600,000 



430,000 Railway Ordinary Stocks 

250,000 

Annuities due and unpaid f 

200 

Rent Charges. 

190,000 

Other sums owing by the com¬ 


Freehold Ground Rents .... 

300,000 

pany f (to be stated separately 


|i Leasehold Do. .... 

100,000 

under each class of business). 


1 House Property. 

310,000 

Unclaimed Dividends . 

3,800 

! Life Interests. 

6,000 

Bills Payable .... 

17,000 

Reversions. 

25,000 

Outstanding Commission and other 

Agents’ Balances. 

420,000 

Charges 


Outstanding Premiums f • > • • 

380,000 

Life Account 

9,000 

Do. Interest, Dividends, and Renta : . 

6,000 

Fxrt Account 

15,000 

Interest accrued but not payable f 

100,000 

Accident Account. 

1,000 

Bills Receivable. 

26,000 

Employers* Liability Account 

2,000 

Gash:— 

Profit and Loss Account 

180,000 

On Deposit. 

16,000 



228,000 In Hand and on Current Account . 

Other \ssets (to be specified) 

205,000 

nU 



jy.2,000,000 1 

£12,000,000 


* Life companies haviug separate annuity fund to show amount thereof separately. 

t These items are or have been included in the corresponding items in the t'irst Schedule. 

Note l.—When part of the assets u( the company arc specifically deposited, under local laws, in various places out of 
the United Kingdom, as security to holders of policies there issued, each such place and the amount compulsorily lodged 
therein must be specified in respect of each class of business, except that, in the case of fire, accident, or employers liability 
insurance business, it shall be sufficient to state the fact that a part of the assets has been so deposited. 

Note 2.—A. B^ance Sheet in the above form must be rendered in respect of each separate fund for which separate 
inTestments are made. 

Note 3.—The Balance Sheet must state how the values of the Stock Exchange securities sure arrived at, and a certificate 
most be appended, signed by the same persons as sign the Balance Sheet to the effect that in their belief the assets set forth 
in the Balance Sheet are In the aggregate fully of the value stated therein, less any investment reserve fund taken into 
account. In the case of a company transacting life aasforance business or bond investment business, this certificate is to be 
given on the oocasiona only when a statement respecting valuation under the Fourth Schedule is made. 

Note 4.—In the case of a company required to keep sepaurate funds under Section 3 of this Act, a certificate most be 
appended, signed by the same persons as dgned the Balance Sheet and by the Auditor, to the effect that no part of any 
such fund has been applied, directly or indirectly, for any purpose other than the class of business to which it is appUoable. 
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EXAMPLE. 

Prom the following figures of the Thor Insurance C>ompany, Limited, you 
are required to prepare R(^venue Accounts, Profit and Loss Account and Balance 
Sheet, as at 31st I>cembcr, 19.. :— 

Trial Balance as at 31st December, 19.. 


Fire Insurance. 

£ 

£ 

Claims paid and outstanding 

14,000 


Expenses of Management 

11,380 


Commission. 

2,140 


Premiums ... 


38,160 

Employers’ Liabiuty. 

Claims. 

15,240 


Expenses of Management 

30,100 


Commission. 

9,000 


Premiums ...... 


89,240 

General Insurance. 

Claims paid and outstanding 

146,280 


Expenses of Management 

86,190 


Commission. 

30.240 


Premmms. 


;{«),280 

Interest and Dividends (net) 


4,700 

Acctlent Insurance. 

Claims paid and outstanding 

480 


Expenses of Manag('ment 

1,240 


Commission. 

980 


Freniiiims ...... 


5,200 

Shaiv Capital (623,160 shares, £1 paid up) . 


623,160 

Claims admitted but not paid 


90,140 

Cash ... ... 

166,290 


British Government Securities 

600,620 


Indian and Colonial Government Securities . 

166,290 


Agents’ Balances. 

120,290 


Sundry Debtors ... 

2,100 


Amount due to other Companies and Agents 


33,740 

laundry Creditors. 


24,100 

Amount written off Securities 

2,240 


Employers’ Liability Insurance Fund at 

beginning of year .... 


26,240 

General Insurance Fund at beginning of year 


62,140 

Accident Insurance Fund at beginning of year 


1,000 

Fire Insurance Fund at beginning of year 


10,420 

Profit and Loss Account at beginning} of year 


39,280 

Interest and Dividends (net) 


3,600 

Investments deposited with the High Court . 

26,200 



£1,311.290 

£1,311,290 


You are required to make a specific reserve of 40% on the premiums 
received in respect of unexpired risks. 

The authorised share capital consists of 600,000 shares of £3 each. 

The investments are valued at market price. 
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THE THOR INSURANCE COMPANY, LIMITED 

REVENUE ACCOUNT. 

For the Year ending 31st December, 19.., in respect of 
Fire Insurance Business. 


Amount of Fire Insurance 
Fund at the beginning 
of the year :— 

Reserve for unexpired risks 
Premiums .... 


Claims paid and outstanding 
Commission 

Expenses of Management 
10,420 Transferred to Profit and Loss 
38,160 Account 

Amount of Fire Insurance 
Fund at end of the year 
as per Third Schedule:— 
Reserve for unexpired risks, 
being 40% of the premium 
income for the year 


£ 

14,000 

2,140 

11,380 

5,796 


15,264 


£48,680 


£48,580 


THE THOR INSURANCE COMPANY, UMITED 

REVENUE ACCOUNT. 

' For the Year ending 319t December, 19.., in respect op 
Accident Insurance Business. 


£ 

Amount of Accident Insurance 
Fund at beginning of 
the year;— 

Reserve for unexpired risks 1,000 

Premiums .... 6,200 


£ 6,200 


£ 


Claims .... 

480 

Commission 

980 

Expenses of Management 
Transferred to Profit and Loss 

1,240 

Account 

Amount of Accident In¬ 

1,420 

surance Fund at end of 


the year as per Third 
Schedule;— 


Reserve for unexpired risks, 


being 40% of Premium 
Income for the year 

2,080 


£ 6,200 


THE THOR INSURANCE COMPANY, LIMITED 

REVENUE ACCOUNT. 

For the Year ending 31st December, 19.., in respect of Employers’ 
Liabiijty Insurance Business transacted within the United Kingdom. 


Amount of Employers’ Lia- 

£ 

Claims .... 

£ 

16,240 

bility Insurance Fund at 


Commission 

9,000 

beginning of the year :— 


Expenses of Management 

30,190 

Reserve for unexpired risks 

26,240 

Transferred to Profit and Loss 


Premiums . . . . 

89,240 

Account 

26,354 


£116,480 

Amount of Employers’ Lia¬ 
bility Insurance Fund at 
end of the year as per 
Third Schedule:— 

Reserve for unexpired risks, 
being 40% of Premium 
Income for the year 

35,696 

£116,480 
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THE THOR INSURANCE COMPANY, LIMITED 

REVENUE ACCOUNT. 

For this Ybar bndinq 31st December, 19.., m respect of 
General Insurance Business. 


Amount of General Insurance 
Fund at beginning of the 
year 

Reserve for unexpired risks 
Premiums .... 
Interest and Dividends (net) . 


£ 


62,140 

360,280 

4,700 


Claims paid and outstanding. 

Commission 

Expenses of Management 

Transferred to Front and Loss 
Account 

Amount of General IiibUiance 
Fund at end of the year as 
per Third Schedule :— 
R^erve for unexpired risks, 
being 40% on Premium 
income for the year 


£ 

146,280 

30,240 

86,190 

20,298 


144,112 


£427,120 


£427,120 


THE THOR INSURANCE COMPANY, LIMITED 

PROFIT AND LOSS ACCOUNT. 

For the Year ending 31st December, 19... 


£ 

Ba]'4,nctf cf last year’s 
Aocouat 

Intel and Dividends 
(aet) not carried to 
other Accounts 

PrcCt realised:— 
i^ire Insurance . . 6,790 

Accident Insurance . 1,420 

Employers’ Liability 
Insurance . . 25,364 

General Insurance . 20,298 


£ 

39,280 

3,600 


62,868 


Amount written off Securities 
Balance as per Third Schedule 


£ 

2,240 

93,408 


£95,648 


£95,648 


THE THOR INSURANCE COMPANY, LIMITED 

BALANCE SHEET. 

As at 31st December, 19... 


Liabilities. 

Share Capital;— 

Authorised— 

600,000 shares of £3 each 

Issued— 

523,150 shares, £1 paid up 
Fire Insurance Fund 
Accident Insurance Fund 
Employers’ Liability Insur¬ 
ance Fund 

General Insurance Fund 
Profit and Loss Account 
Claims admitted but not paid 
Sundry Creditors . 

Amount due to other Companies 
and Agents . 


1, 800,00 0 

523,160 

15.264 

2,081) 

36,696 

144,112 

93,408 

90,140 

24,100 

33,740 


£961,690 


Assets. 

£ 

Investments at market price :~ 
Deposited with the High 
Court .... 26,200 

British Government Sec\u*itie8 600,620 

Indian and Colonial Govern¬ 
ment Securities . . 156,290 

Agents' Balances . . 120,290 

Sundry Debtors . 2,100 

Cash. 166,290 


£961,690 






BUILDING societies’ ACCOUNTS 


737 


MARINE INSURANCE 

Where a composite insurance company undertakes marine 
insurance business the provisions of the Assurance Companies 
Act, 1909, apply, and a separate revenue account for that 
department must be compiled in similar form to the Fire 
Insurance Revenue Account illustrated on page 731. 

On the other hand, those companies which transact only 
marine insurance business are free io adopt their own form of 
accounts. The general practice is to compile a separate Under¬ 
writing Account for each year’s operations, and to place to the 
credit of this account the net premiums for the year, claims paid, 
office expenses, etc., being set off against the premium income. 
As some of the premiums received during the year will not expire 
until towards the end of the next year and claims may not be 
notified for some months after they occurred, it is usual to keep 
the Underwriting Accounts open for three years. Even at the 
end of the third year it is usual to make some reserve for claims 
unsettled or in dispute and the balance of the account, represent¬ 
ing profit or loss on the underwriting transactions of the year 
ended two years ago, is transferred to Profit and Loss Account. 
Thus at any given moment there are three imderwriting accounts 
open ; each of these is only closed at the expiration of two years 
from the end of the year to which it nominally refers (the 1939 
underwriting account is closed on 31st December, 1941, and so on). 

BUILDING SOCIETIES’ ACCOUNTS* 

Building Societies may be defined as ‘‘ associations of persons 
formed for the purpose of raising a fund to be employed in 
making advances to such of their members as desire to borrow' 
on the security of freehold or leasehold property.” The modern 
form of building society, i.e,, the incorporated society, is not 
a joint stock company but a special association governed by the 
provisions of the Building Societies Acts, 1874 to 1894, and 
controlled by the Registrar of Friendly Societies. 

The members of a Building Society may be divided into two 
classes, investors and borrowers, the former supplying the funds 
from which the latter borrow. The difference between the rates 
of interest received from borrowers, and the rates paid to investors, 
forms the margin from which the Building Society meets establish¬ 
ment expenses, and accumulates the large reserves so essential 
to the success of an undertaking of this nature. 

The various methods of keeping the internal records of a 
Building Society are beyond the scope of this work and it is 
proposed merely to describe here the form and contents of the 
published accounts. It may, however, be stated in passing that 
the ordinary principles of double-entry book-keeping apply 
equally to Building Societies’ accounts as to those of general 
commercial undertakings. 

2 a 
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Statutory Provisions Relating to Accounts of Building Societies. 

The published accounts of a Building Society must be presented 
in the form presciibed by the Chief Registrar of Friendly Societies, 
the form adopted in practice invariably being that set out in 
the Schedule to the Building Societies Act, 1894, as amended by 
subsequent legislation. The current form of annual accounts 
is made up of eight accounts, which are summarised in the follow¬ 
ing paragraphs :— 

1. Shares Account. This account is, in effect, a summary 
of the year s transactions in all the accounts in the share ledger 
(or ledgers). It is in the following form :— 


1. SHAKES account. 

Dr. Cr. 


1 

1 

Withdrawals and Interest . 

Other Debits (to be specified): — 

1 

£ 

Subscriptions .... 
Interest 

Other Credits (to be specified);— 


Due io Sh..feh dders at end of 

yee** . 


Due to Shareholders at begin¬ 
ning of year 


£ 


£ 




1 



2. I>EPosiTS AND Loans Account, and 3. Mortgages 
Account. These two accounts are also summary accounts, 
drawn up on similar lines to the Shares Account. Account 2 
shows all loans, etc., made to the society whilst Account 3 shows 
all loans, etc., made by tlie society. 


Dr. 


2. DEPOSITS AND LOANS ACCOUNT. 


Cr. 


Deposits and Loans (other than 
Loans from Bank) and Interest 
repaid or withdrawn 
Loans from Bank and Interest 
repaid (or reduction in Over¬ 
drafts) .... 
Other Debits (to be specified):— 


Due on Deposits and Loans 
(other than Loans from Bank) 
at end of year 

Due to Bank for Loans and 
Overdrafts at end of year 


Deposits and Loans (other than 
Loans from Bank) 

Interest thereon 
Loans from Bank (or increase 
in Overdrafts) 

Int/crest thereon . . , . 

Other credits (to be specified);— 


Due on Deposits and Loans 
(other than Loans from 
Bank) at beginning of year . 

Due to Bank for Loans and 
Overdrafts at beginning of 
year ..... 
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Dr. 


3. MORTGAGES ACCOUNT. 


Cr. 


I 

Advanced on Mortgage ;— 

On .Mortgages where 

the advance agreed to will 
not exceed £1,000 
On ... Mortgages where 
the advance agreed to will 
exceed £1,000 . 

Interest from Borrowers . 
Insurance Premiums 
Survey Fees and Expenses 
Other Debits (to be specified) :— 


£ 


Repayments of Advances and 
Interest .... 
Losses on Realisation :— 
Charged to A/c No. 5 . 
Charged to A/c No.... 
Insurance Premiums 
Survey Fees anrl Expenses 
Other Credits (to be specified):— 


£ 


Due on Mortgages at beginning 
of year .... 



Due on Mortgages at end of year 



4. Investments Account. This account is a combined 
summary of the society’s various investment accounts and 
interest and dividends on investment accounts. It is in the 
following form :— 


4. INVESTMENTS ACCOUNT. 

Dr. Cr. 


Investments made :— 

British Government Securities 
Colonial and Dominion 

Securities .... 
British Municipal and County 
Securities .... 
Other Investments 
(to be specified):— 

£ 

Investments realised :— 

British Government Securities 
Colonial and Dominion 

Securities 

British Municipal and County 
Securities 

Other Investments 
(to be specified) 

£ 

Profits on Realisation of Invest¬ 
ments, as pr A/c No. 

Interest and Dividends as per 
A/c No. 5 . 


Losses on Realisation of Invest¬ 
ments, as per A/c No.. . 

Depreciation of Investments, 
as per A/c No. 

Interest and Dividends received 


Total . 


Total . 


Balance at beginning of year 
(including interest accrued) . 


Balance at end of year (including 
interest accrued) . 


£ 


£ 
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5. Profit and Loss Account. In this account the manage¬ 
ment expenses and interest, etc., paid are set off against the 
interest received and other sundry receipts thereby showing 
the net gain or loss of the society on the period's transactions. 
This account is sot out below :— 

Dr. 5. profit AND LOSS ACCOUNT. Cr. 



£ 


Expemiiture. 


Income. 

Managemont Expenses :— 


Interest from Borrowers . 

Remuneration of Directors, 


Interest and Dividends from 

Staff and Auditors 


Investments 

Rent, Rates. Insurance, Heat, 
Light, Cleaning, Repairs 


Profits on Realisation of Invest- 


ments .... 

(Offices) .... 


Jiank Interest 

Printing, Stati.inerv and 


Rents from Lcdting of Office 

Postages .... 


Premises .... 

Advertising, Commission and 
Agency Fees 


Survey Foes and Expenses 


Other Fees, Fines, Rules and 
Pass Books 

CPher Expenses 


'Ao be specified):— 


Commission (Fire, Life, etc.. 


Insurance) .... 

Total Management Expenses 
b'urvoy F^'OS and Expenses 


Other Income 


(to be specified) :— 

Interccjv on I> and Loans . 

Ii)com>^ Tjfx . 

Losstis If' Mortgages as i>cr A/c 

No. 8. 

Losses Ri'disation of In vest- 


i 

met . 


1 

Depreciation : — 

Irvestmen;^ 


1 

1 

Office Premises, Furniture, etc. 



Other xAssets 

Other Ex])enditure 
(to be specified):— 

Balance carrietl down to A/c No. 6 



£ 

' -- 

£ 


0. Appropriation Account. This account is analogous to 
the Profit and Loss (Appropriation) Account of a limited company, 
and is drawn up as follows :— 


Dr. ^ 6. appropriation ACCOUNT. Cr. 


Interest, Dividend and Bonus to 
Bhareholders 

Other Appropriations (to bo 
specified) .... 
Balance carried forward . 

£ 

Balance brought forward 

Balance brought down from A/c 

No. 5 .... 

£ 

£ 


£ 







7. General Reserve Fund Account. —This account shows 
the opening and closing reserves, appropriations from Account 
No. 6 and any other transfers to or from reserve. 
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Ih. 7. GENERAL 

RESERVE FUND ACCOUNT. 

Cr. 


£ 


1 

1 

£ 

Debits (to be specifieil) 


Appropriations from A/c No. 6 




Other Credits 




(to be specified):— 


Total 


Total . 

— 

Balance at end of year . 


Balance at beginning of year . 


£ 


£ 

— 


Three further skeleton accounts, 7(a), 7(6), 7(c), are also 
provided, under the general heading “ Other Reserve Accounts,” 
for any further reserves that the society may create. 

8. Balance Sheet. Allowing for differences in detail, this 
statement is on much the same general hnes as tlie Balance 
Sheet of a commercial concern. The readier should have no 
difficulty in following tb‘, ruling given in the illustration on page 742 
from which it will be noted that the main headings are as follows: - 

Liabilities. 

Due to Holders of various classes of Shares, including Interest (the different 
classes must be shown separately, and tlie total nnist agree with the closing 
balance on Account No, 1). 

Due to Creditors for Deposits and Loans, distinguishing between (a) Ih.'posits 
and Loans (other than loans from bank), classified according to notice of with¬ 
drawal required, and (6) Loans and Overdrafts from Bank (the total must agree 
with the closing balance on Account No. 2). 

Other Liabilities and Contingency Accounts (to k'. specified). 

Jleservcs (details required of the various reserves). 

Balance carried forward as pt^r Account No. (5. 

Assets. 

Balance due or outstanding on Mortgages, not including prospective interest 
(the total of this asset must agree with the closing balance on Account No. 2 
and considerable detail must be given as will be apparent from a study of the 
illustration on page 742). 

Investments (the sub-division of this itcun follows the subdivision in Account 
No. 4 and the total of this asset must agree with the closing balance on Account 
No. 4, while the market value at the date of the Balance Sheet must be shown 
imset and any accrued interest must also be stated). 

Other Assets (to he specified). 

Separate schedules must also accompany the above accounts, 
showing certain prescribed particulars relating to mortgages 
held by the Society, that must be excluded in computing the 
statutory borrowing limits of the Society. In this connection, 
it should be noted that by the provisions of the Building So(deties 
Act, 1874, such bodies are prevented from borrowing more than 
two-thirds of the amount for the time being secured to the Society 
by ‘‘active’* mortgages. The term “active” mortgages is used 
to denote all mortgages other than those required to be shown 
in the second and third of the aforementioned schedules. The 
contents of these schedules, three in number, are indicated by 
their headings:— 
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other Assets (to be specified) : 
Office Premises 
Cash at Bank and in Hand 
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(1) Mortgages where the repayments are not upwards of twelve months 

in arrear, and the property has not been upwards of twelve months 
in possession of the Society, and where the present debt exceeds 
£5,000; 

(2) Property of which the Society has been upwards of twelve months 

in possession; and 

(3) Mortgages where the repayments are upwards of twelve months in 

arrear, and the property has not been upwards of twelve months 
in possession of the Society. 


example:. 


The following is the Trial Balance of the Lendalot Building Society as at 
Slst December, 1940 :— 


Trial Balance. 

Dr. 


Remuneration of Directors, Staff and 
Auditors .... 
Kates, Insurance, Heat, Light, 
Cleaning, Repairs, etc. 

Printing, Stationery and Postages . 
Advertising: Cornn ission and 

Agency Fees .... 
Interest on Depo8i^a 
Income Tax .... 
Interest from Borrowers 
Interest from Investments (net) 
Bank Interest .... 
Rents ..... 
Survey Fees .... 

Fines . 

Agency (/ommission 
Interest to Shareholders 
Subscription Shares 
Paid-up Shares .... 
Deposits at one month’s notice 
General Reserve .... 
Special Reserve .... 

Balance due on Mortgages :— 

3,778 not exceeding £500 . 

660 exceeding £500 but not 
exceeding £1,0(X) . 

138 exceeding £1^000 but not 
exceeduig £3,000 . 

18 exceeding £3,000 but not 
exceeding £5,000 . 

9 exceeding £6,000 
2 where repayments are up¬ 
wards of 12 months in 
arrear and property has 
not been upwards of 12 
months in possession of 
Society (Present debt) . 
British Government Securities 
Loans to Municipal Authorities 
Interest accrued on Investments , 
Office Premises, Furniture, etc. 

Bank Account .... 


£ s. 


5,905 8 

2,592 7 
874 16 

1,935 2 
8,766 10 
11,038 14 


68,910 2 


1,075,962 5 

482,374 10 

235,769 13 

59,817 10 
187,308 17 


927 13 
154,893 12 
347,269 10 
623 14 
97,120 0 
64,395 7 


d. 

5 

3 

8 

1 

7 

3 


7 


8 


2 


5 

4 

2 


8 

4 

4 

7 

0 

0 


Cr. 

£ s. d. 


95,630 4 6 
17,211 4 2 
292 13 6 
1,758 19 6 
643 12 3 
112 17 9 
849 14 0 

514,979 11 8 
1,654,791 1 5 
.384,832 8 11 
125,0OL 0 0 

10,37.3 8 10 


£2,806,475 16 6 £2,806,475 16 6 
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From the above Trial Balance, in conjunction with the further information 
set out below, you are required to prepare the statutory accounts of the Building 
Society for the year 1940. 

(а) Included in the balance of British Governiiieni securities there is a 

loss on sale of Investments amounting to £372 IBs. 3d. 

(б) Reserve for Itepaim due as at 31st December, 1940, £120. 

(c) Stock of Stationery amounts to £50. 

(d) Depreciate Office Promises, Furniture, etc., at 3% on writtcn-down 

value. 

(e) Reserve £1,500 for National Defence Contribution. 


if) Transactions during 1940:— 

£ 

s. 

d. 

(i) 

Share Sub.seription ..... 

230,179 

1 

3 

(li) 

(ill) 

Share Withdrawals .... 

208,342 

10 

7 

De[)osits Received ..... 

3,942 

7 

3 

(iv) 

Deposits Repaid ..... 

2,748 

1 

1 

(V) 

Advances -811 not (exceeding £1,0(H) 

398,274 

0 

0 

(vi) 

92 exceeding £1,(KX) 

Insurance Premiums debited to Mortgage 

110,301 

10 

0 

Accounts ...... 

1,975 

8 

9 

(vii) 

Insurance Premiums paid by Borrowers 

1,902 

7 

0 

(viii) 

(Ix) 

Mortgage Repayments .... 
Investments Sold—British Gov(‘rnment 

231,422 

10 

8 


Securities ...... 

15,273 

11 

0 

(•'’) 

(.,0 Transfer 

Investment Interest Received (net) . 
belanee of Approx)riation Account to 

12,908 

8 

2 


(iciieral Reserve 


LENDALOT BUILDING SOCIETY 

Annual Accounts kok Veau kndeo 31st December, 1940. 


1. SHARES ACCOUNT. 

Ih. Cr. 


£ 8. d. 

Withdrawals and Interest . 208,342 10 7 

Due to Shareholders at end of 
year. 2,169,770 13 1 

£ 8. d. 

Subscriptions . . . 236,170 1 3 

Interest .... 68,910 2 7 

Duo to Shareholders at begin¬ 
ning of year . . . 2,073,023 19 10 

£2,378,113 3 8 

£2,378,113 3 8 



2. DEPOSITS AND LOANS ACCOUNT. 

Dr. Cr. 

£ K. d. 

Deposits and Loans (other than 

Loans from Bank) and Interest 
repaid or withdrawn . . 2,748 1 1 

Due on Deposits and Loans 
(other than Loans from Bank) 
at end of year . . . 384,832 8 11 

£ s. d. 

Deposits and Loans (other than 

Loans from Bank) . . 3,942 7 3 

Interest thereon . . . 8,766 10 7 

Due on Deposits and Loans 
(other than Loans from 

Bank) at beginning of year . 374,871 12 2 

£387,580 10 0 

£387,680 10 0 
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Dr. 3. MORTGAGES ACCOUNT. Cr. 



£ 

8. 

d. 


£ 

s. 

d. 

Advanced on Mortgages 




Repayments of Advances and 




On 811 Mortgages where the 




Interest .... 

231,422 10 

8 

Advance agreed to will not 




Insurance Premiums 

1,962 

7 

6 

exceed £1,000 . 

398,274 

0 

0 

Duo on Mortgages at end of 




On 92 Mortgages where the 



year .... 

2,042,150 10 

5 

Advance agreed to will 
exceed £1,000 . 

110,301 

10 

0 





Interest from Borrowers . 

95,630 

4 

6 





Insurance Premiums 

Due on Mortgages at begimung 

1,975 

8 

9 





of year .... 

1,669,354 

5 

4 





£2,275,535 

8 

7 


£2,275,535 

8 

7 









Dr, 

4. INVESTMENTS ACCOUNT. 


Or. 


£ 

s. 

d. 


£ 

8. 

d. 

Interest and Dividends as per 




Investments Reali.sed :— 




Acijount No. 5 . 

17,211 

4 

2 

British Government Sccuritie 
Losses on Realisation of Invest- 

s 15,273 

11 

6 





ments as p<T Account No. 5 
Interest and Dividends Re- 

372 

18 

3 





ceived .... 

12,908 

8 

2 


17,211 

4 

.) 


28,554 17 

11 

Balance at beginning of year 



Balance at end of year (includ- 




(including interest accrued) . 

513,757 

12 

9 

ing interest accrued) . 

502,413 19 

0 


£530,968 

16 11 


£530,968 16 11 









Dr. 5 

. PROFIT AND LOSS ACCOUNT. 



Cr. 

hJ rpenditure. 




Income. 



d. 

£ 

s. 

d. 


£ 

s. 

Management Expenses :— 




Iiitt'rest from Borrowers 

95,630 

4 

6 

Remuneration of Directors, 




Interest and Dividends from 




Staff and Auditors . 

5,905 

8 

5 

Investments 

17,211 

4 

2^ 

Rates, Insurance, Heat, Light, 




Bank Interest 

292 

13 

6 

Cleaning, Repairs, etc. 




R<mts from Letting of Office 

1,758 

19 

6 

(Offices) .... 

2,712 

7 

3 

Promises .... 

Printing, JStatioiiery and 




Survey Fees and Expenses 

643 

12 

3 

Postages 

Advertising, Commission and 

824 

16 

8 1 

Other Foes, Fines, Rules and 
Pass Books 

112 

17 

9 

Agency Fees . 

1,935 

2 

1 

Commission (Fire, Life, etc.. 
Insurances) 

849 

14 

0 






Total Management Expeim^ . 

11,377 

14 

5 





Interest on Deposits and I^oaus 

8,766 10 

7 





Income Tax .... 

11,038 14 

3 





Loss on Realisation of Invest¬ 








ments .... 

372 18 

3 





Depreciation :— 








Office Promises, Furniture, 








etc. .... 

2,913 

12 

0 





Other Expenditure: ~ 








Reserve for Liability in 








respect of N.D.C. 

Balance carried down to 

1,500 

0 

0 





Account No. 6 

80,52!) 16 

2 






fllMW 6 8 


£116,489 5 8 
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Dr. 

6. APPUOPRIATION ACCOUNT. 

<7r. 


.£ s. d. 

£ 8. d. 

Interest, Dividend an<l 

Bonus Balance brought forward 


to Shareholders . 

68,910 2 7 Balance brought down from 


Other Appropriaticnis :— 

Account No. 5 . 

80,629 16 2 

General Reserve . 

11,619 13 7 



£80.529 16 2 

£80,629 16 2 





7. GENERAL RESERVE FUND ACCOUNT. 


Dr. 


Cr. 


£ s. d. 

£ s. d. 

Balance at end d y^vtr 

136,619 13 7 Appropriation from Account 



! .No. 5 . . . . 

11,619 13 7 


1 Balance at beginning of year . 

125,000 0 0 


1136,019 13 7 j 

£136,619 13 7 


1 



OTHER RESERVE ACCOUNTS. 



7. (a) SPECIAL RESERVE ACCOUNT. 


Dr. 


Cr. 


£ s. d. 

£ 8. d. 

Balance at end of year 

. . 10,373 8 10 Balance at beginning of year . 

10,373 8 10 




BALANCE SHEET. 
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EXERCISE 1& 

A. From the following Trial Balance construct the annual accounts in 
statutory form of the Mackintosh Insurance Company, Lmited. Make the 
customary provision for unexpired risks, say 40% of the premium income. 


I Mackintosh Insurance Company, 
Limited. 

31s< December, 19 


£ 8 . 

d. 

£ 

Share Capital. 

British Government Securities at cost. 

340,915 6 

0 

316,910 

Indian and Colonial Govt. Securities at 
cost. 

108,426 0 

0 


Investments deposited with the High 
C>ourt. 

20,060 10 

0 


Agents’ Balances .... 

76,470 13 

4 


Interest accrued but not payable 

6,630 7 

0 


Simdry Debtors .... 

1,490 19 

10 


Amount due to other Companies and 





8. d. 


Agents 

Sundry Creditors 
Reserve for Income Tax and National 
Defence Coni ibution . 

Claims admitted but not paid 
Cah ... 

Aincun* wriiten off Securities 
It Lre.st and Dividends 
Ine Tax and National Defence 
Contiibution 
Insurance Fund 


103,920 6 3 
1,500 0 0 


12,270 12 0 


21,670 18 4 
17,150 3 8 

25,020 9 7 
65,710 18 8 


11,160 12 7 


7,480 4 0 


Accident Insurance Fund . 

Employt rs’ Liability Insurance Fund 
Ckmrral Insurance Fund , 

Prolit and Loss Account . 

Premium?— Fire Insurance . 

Claims paid and outstanding Do. 
Commission Do. 

Expenses of Management Do. 

Premiums— Accident Insurance 

ClaijTis Do. 

Commission Do. 

Expenses of Management Do. 
Premiums— General Insurance 

Interest and Dividends Do. 

Claims paid and outstanding Do. 
Commission Do. 

Exi)ense8 of Management Do. 

Premiums— Employere* Liability 

Claims Do. 

Interest and Dividends Do. 

Commission Do. 

Expenses of Management Do. 


19,930 7 4 
45,200 16 0 
28,610 14 2 
25,950 3 9 

9,750 0 0 
1,680 13 9 
7,240 5 4 

1,950 17 2 

90 10 0 
360 10 11 
480 15 5 

249,170 8 6 
2,620 10 0 

99.3U0 7 6 
23,150 3 11 
64,710 1 1 

68,350 13 I 

11,510 2 10 

6,990 8 9 

5,300 13 5 
20,730 13 0 


£913, 878 10 7 £913,878 10 7 


The authorised share capital consists of 320,000 shares of £2 each. All these 
shares have been issued and £1 per share called up. Certain calls are in arrear. 
The securities have been valued at market price. 
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B. Explain the following terms, as used in connection with Assurance 
Companies Accounts 

Assurance, Insurance, Mutual, Proprietary, Quinquennial Valuation, 
Bonus, Premium. 

C. Is the ordinary form of Profit and Losa Account suitable for emplo 3 nnent 
by a Life Assurance Company ? If not, explain how the profits of such under¬ 
takings are ascertained. 

D. State briefly the provisions relating to deposits to be made by insurance 
companies with the Paymaster-General. 


E. The figures set out below are extracted from the books of the Life 
Assurance Society, Ltd., and relate to the twelve months ended 3lst December, 
19... Draft Trial Balance, Revenue Account and Balance Sheet:— 


Share C'apital (Authorised and Issued):— 

200,000 6% Preference Shares of £4 each, fully paid 
400,000 Ordinary Shares of £3 each, 10s. paid . 
Premiums ....... 

Mortgages on Property. 

Amount of Life AMurance Fund at 1st Jan., 19.. 
Claims under Policies paid and outstanding 
Consideration for Annuities granted . 

Surrenders, including surrenders of Bonus . 

Loans on Life Interests . . . 

Do. and Investments on Reversions 
Annuities . . . • 

Bonuses in reduction of premiums 
Claims due from Reinsuring Companies 

Commission. 

Outstanding Premiums. 

Agents’ Bad Debts. 

Premiums prepaid. 

Management Expenses . . . 

Surplus on Revaluation of Reversions purchased . 

Investments. 

Cash on Deposit and Current Account 
The securities have been valued at cost. 


800,000 

200,000 

679,640 

316,051 

4,319,097 

336,916 

28,426 

12,706 

189,731 

104,308 

14,477 

1,243 

388,000 

20,106 

21,864 

31 

28 

31,089 

7,980 

3,768,369 

830,181 


F* Briefly explain the method of ascertaining the profits of an Assurance 
Company, and illustrate your answer with a proforma example. 


G. What are the oight accounts of the Annual Account and Statement 
prescribed by Statute for Building Societies ? From what source is each account 
compiled and under what headings are “ management expenses ” classified in 
the official form ? 


H. State where you would expect to find the following items in the published 
accounts of a Building Society: 

(а) Investments bought and sold during year. 

(б) Interest due to Shareholders in respect of year. 

(c) Balance due on Mortgages at iK'ginning and end of year. 

{d) Increase in General Reserve during year. 

(e) Survey Fees paid by Society and chargeable to borrowers. 
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I. From the following Trial Balance, in conjunction with the notes thereto, 
prepare the Statutory Accounts of the Elgin Building Society for the year ended 
31st December, 1940. 


TRIAL BALANCE. 
31st December, 1940. 



Dr. 

Cr. 


£ 

£ 

Remuneration of Directors, Staff and Auditors 
Rents, Rates, Insurance, Heat, Light, 

4,000 


Cleaning, Repairs, etc .... 

1,000 


Printing, Stationery and Postages 

400 


Advertising, Commission and Agency Fees 

450 


Bank Charges. 

70 


Fidelity Premiums. 

100 


Staff Provident Contributions 

200 


Survey Fees and Expenses 

600 


Income Tax. 

6,000 


Deposit Interest. 

6,000 


Donations ...... 

20 


Interest from Borrowers .... 


50,000 

Investment Inten’est ..... 


4,000 

Bank Interest. 


600 

Bents. 


100 

S itT\ oy Fees and Expenses 


560 

Fees. Fines, Rules and Pass Books 


800 

Aji^ncy Coiiiniission ..... 


400 

ShaTO Interest. 

35,000 


Subscription Shart\s ..... 

1,121,000 

i'^^-^pcksits at one month’s notice . 


70,000 

Collector of Taxes Account 


2,000 

Sundiy Expense Cieditors .... 


1,000 

Insurance Company’s Account . 


600 

General Reserve (as at 1st Jan., 1940) . 
Mortgage Contingency Reserve (as at Ist 


83,000 

Jam, 1940). 


6,000 

Appropriation Account (as at 1st Jan., 1940) 


3,000 

Mortgages ...... 

1,130,000 


British Government Securities . 

63,000 


British Municipal and County Securities 

68,000 


Office Premist^s ..... 

9,000 


Famiture and Fixtures .... 

600 


Cash at Bank ...... 

28,510 



£1,342,850 

£1,342,850 


Depreciate Office Premises at 2% of written-down value and Furniture and 
Fixtures at 10% of written-down value. One-tenth of the available balance 
is to be placed to the credit of Mortgage Contingency Reserve and the remainder 
to General Reserve. 







CHAPTER XIX 


THE INTERPRETATION AND CRITICISM OF PUBLISHED 
ACCOUNTS; THE ORGANISATION OF ACCOUNTS AND 
INTERNAL CHECKS 


Interpretation of Published Accounts. 

Among the many important duties of professional business 
men, e.g., accountants, secretaries, bankers, etc., is the examina¬ 
tion of published accounts with a view to the formation of a 
sound opinion as to the financial position of the concern under 
review. Ability to sum up a published Balance Sheet accurately 
is a quality that can only be acquired by intensive experi¬ 
ence, and the reader is strongly advised to endeavour to acquire 
and develop this quality, as it is a most valuable asset to those 
who come into contact with commercial or financial matters. 

The accounts of limited companies are discussed in this 
chapter, but similar principles apply to the accounts of other 
concerns with suitable modification owing to differences in 
proprietorship. 

A published Balance Sheet is, or should be, an exposition of a 
company’s affairs drawn up from the point of view of the com¬ 
pany, but devised for the information of shareholders. The 
Balance Sheet should show the actual state of the company as a 
going concern, and provided that adequate reserves are made, 
the Balance Sheet will show, as nearly as possible, the position of 
the company at a given date. 

Balance Sheets and Share Values. 

A useful test to apply while engaged upon the examina¬ 
tion of the Balance Sheet of a company the shares of which are 
officially quoted on the Stock Exchange is fo work out the 
value of the company’s shares on the basis of Balance Sheet 
values and to compare that value with the market price of 
the shares on the date of the Balance Sheet. It will invariably 
be found that the two figures differ considerably, indicating 
either that— 

(1) Tlie market price is not fixed on the merits or “earn¬ 
ing power ” of the company but is influenced by 
“ market operations,” i.e., buying and selling orders 
on the Stock Exchange ; or 
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(2) One is not justified in assuming that the published 
Balance Sheet figures are correct beyond all ques¬ 
tion, e.g,y assets may be under- or over-valued. 

Both factors may be at work, resulting in an exaggerated 
effect where they are both exerting an influence in the same 
direction, and a minimised effect where they work in opposite 
directions. In both cases the ultimate result is to confirm the 
lack of agreement between published accounts and market prices, 
the former thus failing to afford shareholders a reliable indication 
as to the value of their share-holdings. 

Disclosure in Published Accounts. 

Prior to the passing of the Companies Act, 1929, a common 
fault of the modern form of published Balance Sheet was over¬ 
reticence. There are various reasons for a certain degree of 
caution in the publication of the position of a business, but, 
particularly in the case of a public limited company. Balance 
Sheets sliould be sufficiently explicit to allow the proprietors to 
estimate the commitments of their business, the value of its 
assets, a ad , generally, its strength or weakness. The system of 
grouping several unassociated items under one head is simply a 
practice of non-disclosure and the result is most unsatisfactory 
froTTi the shareholders' point of view. 

lijsif^vnces have been noted of the grouping of assets, even by 
the most reputable and successful companies, where only one 
total IS shown for a miscellaneous and unrelated collection of 
assets. For example, in the case of the published Balance Sheet 
issued b^^ one leading company, the following item appeared— 
“ Land, water rights, reservoirs, effluent works, buildings, plant, 
machinery, motor wagons, horses, office furniture, goodwill, etc., 

£-In such a case it was extremely difficult, if not impossible, 

to form any adequate idea of the value of each of the individual 
types of assets. This practice of non-disclosure was not always 
founded upon any intention to deceive but merely upon the view 
that secrecy is an important factor in successful competition. 

The provisions of the Companies Act, 1929, regarding disclosure 
in published accounts have tended towards a reclassification of 
assets thus resulting in a greater degree of disclosure; ' this is 
evident from an inspection of recently published accounts. 

Window-Dressing. 

This term refers to the practice of directors of manipulating 
the accounts so that a favourable position may be shown. Such 
a practice may be quite justifiable in certain cases, but this 
depends on the method adopted. No objection could be raised, 
for example, where an effort had been made to realise as many 
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book debts as possible just prior to the end of the financial year 
so that a favourable cash position might be shown (unless, of 
course, excessively generous discounts have been allowed as an 
inducement to debtors to pay more quickly than usual). On the 
other hand an example of improper window-dressing arises when 
directors discharge, immediately prior to the date of the Balance 
Sheet, loans obtained from the company and renew the loans 
immediately afterwards, thus avoiding disclosure in the accounts. 
The Companies Act, 1929, has put an end to this latter practice, 
as Section 128 provides that not only loans to directors but also 
any amounts repaid during the period to which the accounts 
relate must be separately disclosed. It is, however, still possible 
to practice a similar subterfuge in respect of loans existing 
between a holding company and its subsidiary companies ; thus, 
inter-company indebtedness may be cancelled by means of 
accommodation bills drawn shortly before the date of the Balance 
Sheet, only to be reinstated by retiiing the bills soon after that 
date. 

Persons Interested in Balance Sheets. 

In considering the interpretation of published accounts it is 
essential that one should realise the differences in the viewpoints 
of the various parties interested. For example, when forming an 
opinion as to the financial strength of a concern from the informa¬ 
tion provided by its published accounts one must consider the 
point of view of the party for whom the investigation is being 
undertaken. The principal parties interested in Balance Sheets 
and the information required by them may be summarised as 
follows;— 

(1) Creditors. The creditors’ point of view is uased 

entirely upon the liquidation of their claims against 
the company ; thus the amount of any prior charges 
and secured liabihties must be clearly indicated, 
together with the value of the floating assets. In 
other words, this class of interested party desires to 
know whether there will be an adequate surplus of 
liquid assets to satisfy its claims against the com¬ 
pany. These remarks apply also to prospective 
creditors, 

(2) Bankers. The point of view of bankers is to a certain 

extent identical with that of creditors, i.e., they are 
concerned with the realisable value offsets and the 
sufficiency of assets (after payment of prior charges) 
to cover the advances made or contemplated. 

(3) Debenture-holders. The point of view of deben¬ 

ture-holders differs from that of bankers inasmuch 
as although they are concerned in realisable values 
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they are also interested in “ going-concern ” values. 
In the case of long-dated debentures it is essential to 
ascertain that the payment of interest will almost 
certainly be effected regularly throughout the term 
of the debentures. The interest of debenture-holders 
will also depend on the nature of their charge, 
i.e., whether it is fixed or floating (see page 282). 

(4) Preference Shareholders. This class of share¬ 
holder is concerned with the maintenance of profits 
with a view to ensuring regular payment of the fixed 
dividends rather than with the value of assets. The 
question of capital repayment on liquidation is 
usually deemed to be of secondary importance to 
dh idend maintenance. 

(o) Ordinary Shareholders. Similarly to preference 
shareholders, ordinary shareholders are not greatly 
concerned with the actual value of assets but are 
interested primarily with dividend possibilities. They 
are also concerned with the market values of their 
shares, and thus dcwsire the Balance Sheet to show the 
position of the company from an optimistic ratlier 
tiian a pessimistic standpoint. 


Earning Capacity of a Business. 

The true value of a buvsiness depends almost entirely upon 
the earning capacity of that business, i.e., the ability of the 
concern to make profits. To ascertain the earning power of a 
business, a thorough perusal of the published accounts will be of 
little assistance, as a Balance Sheet alone does not afford very 
much information as to reasons for variations in profits, etc. 
The profits shown in the published accounts may not be normal, 
but may be attributable mainly to rising or falling markets. 
The mere interpretation of accounts will not enable the earning 
power of a business to be gauged, thus it is necessary to consider, 
if possible, the various factors that determine earning capacity. 
These factors include, for example, the following :— 

(1) Efficiency of works lay-out and management; 

(2) Efficiency of buying department; 

(3) Strength of general sales policy ; and 

(4) Effectiveness of financial policy. 

A knowledge of the above factors as applied to any particular 
business, together with a thorough and correct interpretation 
of the published accounts under review, will afford a reasonably 
sound guide as to the actual financial strength of the business. 
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Information revealed by a Balance Sheet. 

Although the preceding section indicated that a Balance Sheet 
does not furnish all the information required by those engaged 
upon the estimation of the value of a business, it must be re¬ 
membered that useful information i$ afforded by a Balance Sheet. 
It should show on the liabilities side particulars as to capital, 
loans, creditors, reserves and profit and loss account balances. 
On the assets side will be found a varying degree of detail 
relating to fixed, floating and other types of assets valued in 
accordance with the accepted rules of valuation adopted by 
accountants and set out in accordance with the provisions of the 
Act (see pages 377 to 379). 

On the other hand, those endeavouring to assess the value 
of a business from the balance sheet standpoint are not in pos¬ 
session of information on many essential points relating to the 
items shown in the Balance Sheet, e.g., whether the book debts 
include any of a large amount, whether the w ork-in-progress will 
show a profit on completion, etc. Thus it is suggested that where 
the ‘‘investigator” is not furnished with full information as 
regards the earning capacity and the detailed composition of the 
assets, etc., any report as to the value of the business that is 
drafted from a mere analysis of the published accounts should 
be qualified accordingly. 

Form of Published Accounts^ 

It is now proposed to indicate the accepted principles, as laid 
down by the leading authorities and the provisions of the Act, to 
be observed in the drafting of a Balance Sheet for publication. 
These principles aim at making the printed document an informa¬ 
tive statement as opposed to the misleading publications referred 
to earlier in this chapter. 

A Balance Sheet may be defined as “ a statement showing in 
summary form the various debit and credit balances remaining 
in the books at any given date, after the preparation of the Profit 
and Loss Account and including the balance of that account, the 
items in the Balance Sheet being so grouped and classified as to 
show clearly the financial position of the concern at the date of 
the statement.” A Balance Sheet should not be defined as ‘‘ a 
statement of assets and liabilities ” as it contains many items, 
e.g., reserves, preliminary expenses, debit balance on profit and 
loss account, etc., which are not liabilities or assets in the accepted 
sense of the terms. 

Grouping of Assets. 

The assets may be grouped or classified either in the order 
of permanence or in the order of realisability, the actual method 
adopted depending usually upon the nature of the concern, e.g., 
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a manufacturing company would probably adopt the former 
method and a banking company the latter. These principles are 
explained more fully on page 118. 

Valuation of Assets. 

A Balance Sheet is compiled on the assumption that the 
business is a going concern, and the assets should be valued 
on that basis. Thus the accepted theory is that fixed assets 
should be valued and shown in the Balance Sheet at cost price, 
less depreciation, whereas fioating assets should be shown at the 
lower of cost or current market price. The question of valua¬ 
tion is complicated, however, by the fact that the published 
Balance Sheet will bo read by people with widely differing view¬ 
points, e.g., the banker in his capacity of lender is concerned 
more with “ break-up'' values than with “ going-concern'' values. 
Furthermore, the capital of a company is assessed in the market 
on its earning capacity, and the real value of the assets depends 
on this factor. It is contended, however, that provided the basis 
of valuation of each group of assets is clearly indicated on the 
face of the Balance Sheet the statement will conform with accepted 
aceouiitii'g principles. The Act requires that the basis of valua¬ 
tion of fixed assets must be sliown, but makes no attempt to 
specify the basis which shall be adopted in any particular case. 


Compositioii of a Balance Sheet (Liabilities). 

It is now proposed to indicate briefly certain of the various 
items common to the majority of published Balance Sheets and 
to explain the manner in which such items should be shown. 

Share CapitaIj. Every Balance Sheet of a company 
should show the nominal (or authorised) and sub¬ 
scribed (or called-up) capital of the company, dis¬ 
tinguishing between Preference, Ordinary and De¬ 
ferred capitals and disclosing any participating or 
cumulative rights. The denomination of the shares 
should be shown and the extent to which they are 
called or paid up. Calls in arrear should be shown 
as separate deductions from the respective classes of 
capital to which they refer, and calls in advance 
should also appear as a distinct item. 

The Act provides, inier alia, that the Balance Sheet 
of a company must contain “ a summary of the 
authorised and issued share capital." 

Where a company has issued Redeemable Prefer¬ 
ence Shares under the provisions of the Act (see 
page 273), it must specify what part of the issued 
capital consists of such shares, and the date on or 
before which they are liable to be redeemed. 
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Debentures. These should be shown in a similar 
maimer to the authorised and subscribed share 
capital, it being indicated whether they are 
pennanent or short-dated and whether they are 
secured by a specific or a floating charge. An 
indication of the due date of redemption of deben¬ 
tures is of particular importance to existent and 
prospective creditors and shareholders of the company 
concerned. 

The Act provides that a company must give 
particulars of any redeemed debentures which can 
be reissued (see page 836). 

Mortgages. Mortgages created by a concern may be 
shown in the Balance Sheet as deductions from the 
value of the assets upon which they arc charged, or 
alternatively, may be shown on the liabilities side 
of the Balance Sheet. 

Accrued interest on debentures, loans, etc., should 
be shown separately, and bank loans and advances 
should be kept distinct from ordinary trade creditors. 

Credit Balances and Reserves. This item may in¬ 
clude, in addition to simdry trade creditors, such 
items as depreciation or renewal reserves, amortisa¬ 
tion reserves to provide for the expiration of leases, 
etc., reserves for equalisation of dividends, etc. 
Such a grouping, though sometimes found in the 
published accounts of limited companies, is far from 
satisfactory, and it is desirable (though not legally 
essential) that the item should be analysed into its 
component items and full disclosure made oii the 
face of the Balance Sheet. Secured liabilities and 
the total indebtedness of the company to sub¬ 
sidiary companies must be shown separately, in 
order to comply with the Companies Act. 

Contingent Liabilities. All contingent liabilities should 
be noted on the face of the Balance Sheet, full pro¬ 
vision being made in the accounts for any definite loss, 
as opposed to contingent losses. Among the various 
form^' of contingent liabilities may be instanced 
those on bills receivable discounted, contracts of 
guarantee, possible law costs and damages under a 
pending action, forward purchases and sales, etc. 

Composition o! a Balance Sheet (Assets). 

The Act provides that the basis of valuation of all fixed 
assets must be shown. 

Goodwill should not, generally speaking, appear in a 
Balance Sheet except when it has been purchased, 
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and must then always be shown speoifioally as a 
separate item. The value of goodwill fluctuates with 
the fortunes of its possessor, rising in periods of 
prosperity, and falling considerably in periods of 
adversity. The opinions of leading authorities differ 
as to the necessity of writing down goodwill, but 
in all oases the basis of valuation should be 
indicated, e.g., “at cost,” or “at cost less' amounts 
written off.” The accounting treatment of good¬ 
will in relation to partnerships is dealt with on 
pages 186 to 192. 

Freehold Land and Buildings should usually be stated 
at cost unless there are very strong reasons for the 
adoption of another course. The value of freehold 
land and buildings may fluctuate considerably during 
the course of time, but usually the decrease in the 
value of the buildings by expiration of time is offset 
by the increase in the value of the site. Thus, it is 
contended that provided the buildings are kept in a 
i sound state of repair the whole item piay be retained 
at cost price in the Balance Sheet. The basis of 
valuation must be indicated. 

Leasehold Property, as opposed to freehold property, is 
subject to a definite and regular depreciation in 
value attributable to the effluxion of time. Thus 
provision must be made in this case for depreciation, 
the “ annuity ” or depreciation fund or insurance 
policy method being adopted where it is required 
to provide for the eventual replacement of the 
lease. The basis of valuation must be stated. 

Investments. The item of investments requires special 
consideration, as it embraces investments of various 
kinds, e.g., Government securities, municipal stocks, 
debentures, railway and public utility stocks, stocks 
in public companies of all descriptions, unquoted 
shares in private companies and investments in 
associated and subsidiary companies. The position is 
further complicated by the fact that the purposes for 
which the investments are held may be very varied. 
Generally speaking, investments may be classified as 
fixed assets provided that they perform their function 
of producing revenue by way of interest and divi¬ 
dends. From the point of view of clarity, the item 
of investments may be classified into its component 
parts as in the case of the statutory form of Balance 
Sheet of an assurance company. The usual practice 
is for this type of asset to be retained at cost in the 
Balance Sheet, temporary fluctuations in value being 



INTERPRETATION AND CRITICISM OP PUBLISHED ACCOUNTS 769 

ignored, the basis of valuation and the current aggre¬ 
gate market value being noted on the face of the 
Balance Sheet. It is advisable, of course, to adopt 
the usual practice of providing by way of a reserve 
for any permanent depreciation in value. 

In the case of a holding company, the Act provides 
that the aggregate share-holding in subsidiary com¬ 
panies must be separately disclosed. 

Stock-in-Trade. In connection with floating assets, the 
particular class of asset that demands most careful 
valuation for Balance Sheet purposes is that which 
comprises stock-in-trade, work-in-progress, goods out 
on consignment, etc. The true results of a trading 
concern's activities depend to a great extent upon the 
basis of valuation of this asset. The customary pro¬ 
cedure is, therefore, to describe the asset “ stock " at 
the lower of cost or current market value, an indica¬ 
tion being given of the person responsible for the 
valuation The basis of valuation of work-in-progress, 
etc., is explained fully in Chapter VII. 

Loans made by the company must be divided into secured 
and unsecured, and any loans to directors and 
advances to subsidiary companies must be shown as 
separate items. Any amounts repaid on loan account 
by directors must be shown (see page 276). 

Development Expenditure. In the development of 
certain concerns, e.g., rubber plantations, mines, etc., 
considerable time and capital are expended in 
bringing the property to a profitable and revenue- 
earning condition. All expenditure incurred, in¬ 
cluding interest paid on capital (see page 346), during 
this development period should be capitalised and 
shown as a separate item on the assets side of the 
Balance Sheet until written off out of subsequent 
profits. 

Discount on Shares and Debentures. Where deben¬ 
tures are issued at a discount, the amount of such 
discount should be written off over the term of the 
debentures, as it is in effect onlj^ the payment of 
interest at a higher rate than the nominal one 
appearing on the face of the debentures. Until the 
“ asset " is extinguished, it should be shown at its 
original amount, less the sums written off to date. 

Similarly, any discount on shares should be written 
off over a period. The amounts of discount on 
shares and debentures not written off must be 
disclosed separately in the Balance Sheet (see page 
378). 
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Praetioal Illustration of Redrafted Balance Sheet 

In order to illustrate various points mentioned earlier in this 
chapter specimens are now given of two Balance Sheets, one of 
which is a replica of an actual balance sheet drawn up in the 
ordinary published form prior to the passing of the Companies 
Act, 1929, while the other represents the same Balance Sheet 
redrafted in such a way as to present the position of affairs in a 
more informative manner by means of a classification of assets 
and liabilities, etc. The redrafted Balance Sheet is framed with 
a view to emphasising in particular two important points, viz.:— 

(1) The amount of working capital available ; and 

(2) The manner in which the shareholders’ “ equity ” 

(i.e., Share Capital jplus Profit and Loss balance 
jilus any Reserves representing undivided profits) 
is represented by Net Tangible Assets, Intangible 
Assets and Fictitious Assets respectively. 


(1) Publishec^ Farm of Balance Shee t (prior to passing of Companios Act, 1929). 

X Company, Limited. 

BALANCE SHEET 
AT 31ST December. 19.. 


LlatfUities. 


£ 

£ 

Share Capital 

Authorised— 

200.000 7% Preference Shares of £1 

each. 

200,000 


200,000 Ordinary Shares of £1 each 

200,000 

£400,000 


Issued— 



160,000 7% Preference 

Shares of £1 each, fully 

paid . . . 150,000 

Less 100 Shares forfeited 100 

.- 

149,000 


100,000 Ordinary Shares 

of £1 each, fully paid 

100,000 

249,900 

6% Debenture Stock— 

Authorised. 

£150,000 


Issued. 

130,000 

30,000 


Less Jledeemed .... 

100,000 

Sundry Creditors and Credit Balances 


60,300 

Reserve for Depreciation of Fixed Assets 


70,000 

Reserve for Bad and Doubtful Debts . 


6,000 

Debenture Stock Sinking Fund . 


30,000 

Leasehold Sinking Fund . 


3,000 

Forfeited Shares Account . 


75 

Reserve Fund . . 


60,000 

Profit and Loss Account . 


66,000 

£640,276 


Assets 


Freehold and Lea.-5eholcl Premises, Plant, Machln- 


ery, ]\ateuts, Fixtures and Goodwill 

. 360,000 

Investments. 

. 100,000 

Stock-in-trade. 

. 67,086 

Sundry Debtors and Debit Balances . 

. 100,700 

Cash in hand and at Bank 

2,490 

Preliminary Expenses 

. 7,000 

Discount on Debenture Stock 

13,000 


<640,276 
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(2) Redrafted Form o( Batenee Sheet. 


X Company, Limited. 

BALANCE SHEET 
AS AT 318T DBCEMBER, 10.. 


Capital^ Liabilities and Credit Balances. 

£ 

SHAIUE OAPrrAL 
Authorised— 

200,000 7% Preferemie Shares ol £1 

each. 200,000 

200,000 Ordinary Shares of £1 each 200,000 


£ 


£400,000 


Issued— 

lfi0,000 7% Preference Shares of £1 
each, fully paid . . . 150,000 

Less 100 Shares forfeited . 100 


140,900 

100,000 Ordinary Shares of £1 each, 
fully paid ; . . . 100,000 

-219,900 

(60,000 (Ordinary Shares arc under option 
for subscription at par until- ). 


RESERVES 

Amount received on forfeited Shares 76 

Debenture Stock Redemption Fund 30,000 

General Reserve Account . . 60,000 

- 80,075 


Profit and loss account:— 

Amount brought forward . . 30,000 

Add Net Profit for Year . . 90,193 


126,493 

Less Preference Dividend 

for Year. . , 10,493 

Pinal Ordinary Divi¬ 
dend 20% . 20,000 

Interim Ordinary Divi- 
dened 10% . 10,000 

Reserve Account 21,000 

- 61,493 

- 65,000 


A *$tts and Debit Balances, 
£ 

Fixed assets — 
luechold Premises at ^»st 


30,000 


Leasehold lY-emises at cost 30,000 
I^ss Leasenold Rodcmptii n 
Account . . , 3,000 

- 37,000 

Plant and Machinery as at 1st 
January, 19.., at cost, less 
£50,000 depreciation . 200,000 
Less Depreciation for year 50,000 

-— 150,000 

Fixtures and Fittings as at 1 st 
January, 19,., at cost . 10,000 

Less Depreciation . . 2,000 8,000 

I Investments in Tnistee ►Se¬ 

curities, on account of 
! Debenture Stock Bedemp- 

I lion l^ind, at cost . . 30,000 

j Investments in Subsidiary Oompanics 

at cost (Approximate current valua- 
I Won, £43,000) . . . 50,000 

I - 296,(XX' 


PlX)AnNO ASSEl'S;— 

Investments in Trustee SecunWes at 
tx)8t (current market valuation, 

£17,600). 20,000 

StcK’-k-in-Trade and Work-in-Progress 
(as valued by Works Miinugor) . 67,086 

Sundry Debtors— 

On Open Accounts . . 60,000 

Bills Receivable . . 38,000 


98,000 

Less Reserve for Bad and 
Doubtful Debts . . 6.0f»0 

- 92,000 

Trade Expenses paid in Adrnnce 2,700 

Gash at Bank . , 2,400 

0«ash in hand ... 90 

-- 2,490 

- 184,275 


” Equity ” of Shareholders 


394,976 


Total Tangible Assets . 


479,276 


Funded debt:— 

6% Debenture Stock, 1940— 

Authorised . . • £ 150, (h.K) 

Issued . . . Iso, MW) 

Less Redeemed . . 30.000 

- 100,000 


OORRBNT lilABEJTIES;— 

Trade Oreditors 40,000 

Bills Payable . . . 18,000 

Trade Expenses . . 2,300 

Itob^ture interest accrued 0,000 

- 06,300 


. 166,300 


iNTANQnJLB ASSETS 


Goodwill at cost 


60.000 

Patent Rights at cost . 

30,000 


Less Amount written off . 

18,000 

12,000 

PlOTITIOUS ASSETS;— 

Preliminary Expenses at cost 

14,000 


Less Amount written off . 

Discount on Debentures as at 

7,000 

7,000 

Ist January, 19.. 

14,000 


Less Amount written off 

1,000 

13,000 


20,000 


£561,275 


£601,276 


T(dal External Liabilities 
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It will be observed that the above redrafted Balance Sheet 
has been constructed with a view to distinguishing on the left- 
hand side between the external liabilities (both short-dated and 
long-dated) and what may be termed the “ internal liabilities 
(i.e., to shareholders) and reserves; for this purpose accrued 
debenture interest, which is frequently shown as an addition 
to the principal outstanding, has been grouped with the short- 
dated liabilities. In addition, the various items which make up 
the shareholders’ “ equity ” in the company have been grouped 
together. 


The assete side has been made more informative and clearly 
indicates both the composition and the gross totals of tangible, 
intangible and fictitious assets. In this way interested parties can 
readily ascertain the amount of the working capital (Floating 
Assets, £184,275, less Current External Liabilities, £66,300 = 
£117,975). In addition, it can be seen that the Shareholders’ 
equity ” of £394,975 is represented by :— 


Net I'angible Assets [Total Tangible Assets, 
£479,275, less Total External Liabilities, 

£166,300]. 

luta-ngible Assets ..... 
Fictitious Assets. 


£ 


312,975 

62,000 

20,000 


£394,975 


The question of how much of this sum is applicable to the 
Preference and Ordinary shareholders respectively depends on 
the rights attached to each class of share (e.g., as to whether the 
Preference Shares are entitled to participate in any surplus in a 
winding-up). 


It has been suggested by Lord Plender, G.B.E., LL.B., 
F.C.A., that the annual accounts submitted to the members of a 
limited company might usefully be supplemented by a compara¬ 
tive statement of the position of the company as shown by the last 
(say) five Balance Sheets, in a form which could be readily com¬ 
prehended by all members, even those with little or no know¬ 
ledge of accountancy. A suggested ruling of this statement is 
as follows:— 
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Total fixed assets (stating separately tang¬ 
ible and intangible assets) less deprecia¬ 
tion provisions, as shown by Balance 
Sheet, at end of year .... 

Total fioating assets, as shown by Balance 
Sheet, at end of year .... 

Deduct-: 

Total liabilities (excluding Debentures) and 
specific provisions, as shown by Balance 
Sheet, at end of year .... 

Excess of assets over liabilities and specific 
provisions. 

This is represented by ;— 

Total Debenture issues 
Total Issued Share Capital . 

Total of the General oi Free Reserves 
(including balance of Profit and Loss 
Account). 


Profit for year available for dividend 
Profit distributed in dividends (Preference 
and Ordinary) in respect of year . 

Rate per cent, of dividend paid on Ordinary 

Share Capital. 

Balance of Profit and Loss Account carried 
forward to next year .... 


Year 

19.. 

Year 

19.. 

Year 

19.. 

Year 

19.. 

Year 

19.. 

£ 

£ 

£ 

£ 

£ 


i 

1 



1 

I 

; 

; 


r - 

i 

1 

I 

1 

/o 

% % 

1 

0/ 0/ 

/o 1 /o 

1 


Criticism of Balance Sheets. 

The criticism of Balance Sheets or of published accounts is a 
wide subject embracing the whole field of accountancy. In 
practice, criticism becomes necessary under various circumstances, 
among which are t!ie following :— 

(1) On the sale of a business or the admission of a new 

partner. 

(2) On a company proposing to take over an existing 

undertaking. 

(3) On an investor wishing to decide whether to purchase 

a certain commercial security. 

(4) On a shareholder wishing to determine whether to 

increase or reduce his holding. 

(5) On a creditor (or prospective creditor) wishing to 

determine the security for his claim. 
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In examining a Balance Sheet critically it must be considered 
from all points of view and the examiner should at the outset 
ask himself such questions as the following :— 

(1) Is the business carried on likely to be a permanent one ? 

(2) Is it likely to continue as a going concern ? 

(3) Is it working a wasting asset ? 

(4) Is it exploiting a novelty, the popularity of which is 

likely to wane 1 

Criticism of Various Items in a Balance Sheet. 

In the following paragraphs are set out the principal points 
that should arise in the mind of a person engaged in the criticism 
of a Balance Sheet as regards the items that are common to the 
majority of those published. 

Share C.iPiTAL. 

(1) Classes of share capital, their rights and priorities, and 

data of redemption of redeemable preference capital. 

(2) Ratios of nominal, subscribed and paid-up capital. 

{3) Amount of any uncalled capital and reserve capital. 

(4) Calls in arrear, treatment thereof, and possibility of 
recovery. 

(6) Arrears of dividend on cumulative preference shares. 
(0) Amount of forfeited shares and treatment of any profit 
on reissue. 

Of the above items (5) is of particular importance to a pro¬ 
spective investor in ordinary shares, as such arrears will normally 
have to be made good before a dividend can be declared on the 
ordinary shares. 

Debentures. 

(1) Terms of issue and date of redemption. 

(2) Treatment of any premiums or discounts on issue. 

(3) Nature of charge, fixed or floating. 

(4) Margin of security and interest accrued but unpaid. 

(5) Provision for repayment. 

(6) Extent of collateral issues. 

(7) Amount of redeemed debentures available for reissue. 
Sundry Creditors. 

(1) Detailed composition of this item, specifying in particular 

loans from directors and subsidiary companies. 

(2) Customary terms of credit. 

(3) Nature of security (if any) held by creditors. 

(4) Ratio of creditors to capital employed and to floating 

assets. 

(6) Amount of working capital, i.e., excess of floating 
assets over current external liabilities. 
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Bills Payable. 

(1) Unexpired term to run. 

(2) Details of any “ finance '' bills. 

Bank Loans and Overdrafts. 

(1) Provisions re interest, repayment and limit available. 

(2) Nature of security. 

(3) Reason for obtaining loan>. 

Reserves. 

(1) Detailed composition of item “ reserves.'" 

(2) Manner in which reserves employed, whether locked 

up in plant, etc., or invested in marketable securities. 

(3) Current market value of investments earmarked for 

reserves. 

Profit and Loss Account Balance. 

(1) Details of balance brought forward, net profit or loss 

for current year, appropriations to reserve, etc., 
dividend payments. 

(2) Ratio of net profit to capital. 

(3) Ratio of net profit to average of preceding years. 

Goodwill. 

(1) Origin, excess of purchase consideration over net assets 

acquired or specially computed. 

(2) Basis of valuation. 

(3) Ratio to average net profits and average “ super ’’ 

profits. 

(4) Amount of patents and trade marks, if merged with 

goodwill. 

Land and Buildings. 

(1) Detailed composition and general location. 

(2) Basis of valuation. 

(3) Terms of leases, provisions for renewal and possible 

liability for dilapidations. 

(4) Trend of values and degree of realisability. 

Plant and Machinery. 

(1) Detailed composition and probable term of utility. 

(2) Basis of valuation. 

(3) Provision for repairs and replacement, 

(4) Present degree of realisability. 

Stock. 

(1) Nature, raw materials, work-in-progress, finished goods. 

(2) Basis of valuation and by whom valued. 

(3) Ratio to turnover. 
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Sundry Debtors. 

(1) Detailed composition, trade debts, loans, etc. 

(2) Reserves for bad and doubtful debts. 

(3) Usual terms of credit. 

(4) Ratio to turnover. 

(6) Ratio to sundry creditors. 

Bills Receivable. 

(1) Unexpired term to run. 

(2) Stability of acceptor. 

(3) Reserves for doubtful bills. 

(4) Contingent liability for discounted bills. 

Investments. 

(1) Detailed composition of investments, whether in quoted 

or unquoted securities, associated and subsidiary com¬ 
panies, etc. 

(2) Object of investments, sinking funds, etc. 

(3) Basis of valuation, ratio of book value to current 

market value. 

(4) Ratio of income yield. 

(5) Contingent liability for uncalled amounts. 

Logins. 

(1) Detailed composition, specifying in particular loans to 

directors or subsidiary companies. 

(2) Nature and margin of security. 

(3) Ratio of interest. 

Amount of accrued interest, specifying arrears. 

(5) Reserves for possible losses where margin inadequate. 

Patents, Trade Marks, etc. 

(1) Origin, created or acquired by assignment. 

(2) Basis of valuation. 

(3) Unexpired term. 

Preliminary Expenses. 

(1) Detailed composition and date when incurred. 

(2) Provisions for writing off. 

Deductions from Comparative Balance Sheet. 

The actual information obtainable from a detailed criticism of 
a single Balance Sheet is limited, and where possible the investi¬ 
gator should endeavour to draw his deductions from a series of 
Balance Sheets, e.g,, from the Balance Sheets of the last three to 
seven years. Where this comparative method is adopted, various 
deductions, among which are the following, can be made :— 

(1) If share or loan capital is frequently increased without a 
corresponding increase in turnover a weak financial position is 
indicated. 
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(2) If bank loans are retained for considerable periods it is 
indicated that the revenue-earning capacity of the company is 
inadequate to justify an increase of share capital. 

(3) If profits are comparatively stable over a period of years, 
and approximate to the average of such years, it is indicated 
that profits will not fluctuate provided normal conditions are 
maintained. 

(4) If dividends are maintained and regular appropriations 
made to reserve and the working capital remains stable, steady 
and satisfactory progress is evident. 

(5) If profits are gradually increased without a corresponding 
increase in floating assets, viz., debtors, stocks, etc., greater pro¬ 
ductive efficiency and/or improved selling prices are indicated. 

(6) If profits are gradually increased with a corresponding 
increase in debtors, stocks, etc., an increased turnover is indicated. 

(7) If work-in-progress and stocks are subject to wide fluctua¬ 
tions the existence of large contracts requiring lengthy periods for 
completion is indicated. 

(8) If fixed assets are increasing in value without a corre¬ 
sponding increase in profits, inadequate provision for depreciation 
and overvaluation of fixed assets is indicated. 

(9) If creditors are gradually exceeding debtors, without a 
corresponding increase in stocks, over-trading is indicated where 
profits are maintained, whereas a possibility of compulsory 
liquidation is indicated where profits are non-existent. 

The above examples of the more usual deductions cannot be 
applied without modification to every individual concern, as 
consideration must be given to any circumstances peculiar to the 
business under review. 


ORGANISATION OF ACCOUNTS AND INTERNAL 
CHECKS 

It is becoming quite a common feature for questions to be* 
included in professional examination papers on the organisation 
of accounts and systems of internal check. Questions of this 
nature give the examinee an opportunity of showing that his 
knowledge is both practical and up to date. The rules which 
follow will serve as a general guide as to what are considered by 
experienced accountants to be the most important and effective 
methods to be adopted to ensure the prevention of the falsification 
of accounts with a view to the misappropriation of money or goods. 

As many persons as possible should take part in each depart¬ 
ment of the work, in order to provide sufficient safeguard against 
error and to lessen the risk of fraud by increasing the number 
of people who would have to be working in collusion. 
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Entries recording the receipt of cash, or its transference from 
one member of the staff to another, should bear the initials of the 
receiver in order to fix responsibility. 

All “ trade ” accounts should be systematically checked by 
independent persons before payment, to verify the accuracy of 
quantities, qualities and prices, and to ensure that the proper trade 
and cash discounts are taken. 

Vouchers (which should not be on a printed form sent out by 
the business) should be required for all payments (including petty 
cash transactions above a certain amount, but excepting wages). 
The vouchers should be numbered consecutively and filed in the 
same order as that in which the corresponding items appear in the 
cash book, and should be compared (by someone other than the 
cashier) with the amounts charged in the cash book. Payments 
by cheque should be made on a fixed day. The cashier should 
check the statements and draw the cheques, the checked state¬ 
ments (with documents in support) being placed subsequently 
befoD a responsible ofiicial along with the cheques to be signed. 

N(U>ce should be given on invoices or statements that cheques 
should be made payable to the concern and crossed to the concern's 
bankt^rs, and that no receipt will be recognised unless issued on the 
offichd printed form. Copies of receipts are best made by means 
of carbon paper in an interleaved book so arranged that a receipt 
and its copy bear the same progressive number; counterfoils 
involve risk of error and fraud. The copy receipts should be 
compared with the cash book by an independent person. The 
reserve supply of receipt books should be kept under lock and key 
by a responsible person, and old receipt books should be examined 
to see that the sequence of numbers is unbroken and that each 
page bears the initials of the person who has checked the copy 
receipt. 

♦ It is not desirable that travellers should collect moneys, and 
all remittances should be made direct to the concern, but where 
the transactions are with small traders or private persons it is 
sometimes impossible to prohibit travellers from handling money, 
in which case precautions such as the following should be adopted 
and strictly observed :— 

(1) Full lists of items must accompany the gross daily 

remittances, and no deduction for any purpose should 
be allowed. 

(2) Receipt books should be submitted weekly for inspec¬ 

tion, different books being used on alternate weeks. 

(3) Credit allowed to customers should be limited, and if 
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payment is not made according to arrangement and 
no satisfactory e^lanation is received from the 
customer, application for payment should be made 
direct. 

(4) To prevent collusion, the cashier should not be allowed 
to check the travellers’ statements with the counter¬ 
foils, cash book or ledger; an independent person 
should undertake this v/ork. 

All cash receipts should be paid into the bank without deduc¬ 
tion, and on the same day as received if possible, and any person 
receiving money should be prohibited from making any payment 
therefrom. 

Petty Cash should be kept on the imprest system. 

All cash balances should be systematically verified daily and 
a permanent record kept in a Balance Book of the total balance. 
Any lOU forming part of a balance should be scrutinised and the 
authority for its acceptance verified. 

The balance of the Bank Pass Book should be agreed frequently 
with the bank columns in the cash book, by means of a reconcilia¬ 
tion statement, this being carried out by some person other than 
the cashier. 

Salary lists should be certified by the principal, nianager, 
secretary, director or chief clerk, and a cheque drawn for the total 
amount, or for each salary if paid monthly. 

To keep watch upon the amount of wages to be paid, and to 
prevent fraud by the inclusion of “ dummy ” workmen, a leliable 
system of check should be used in conjunction with a time indi¬ 
cator and the sheets filled up by the foreman. 

It is of great importance that each stage of the work in con¬ 
nection with the calculation, preparation and payment of wages 
should be carried out by different persons, and a list of the different 
steps should be stamped with a rubber stamp at the foot of the 
wages book so that each person can initial in respect of that part 
of the work for which he is responsible. The timekeeper’s book 
will contain particulars of the time worked by each man, his rate 
of pay, overtime at extra rates, analysis between different Jobs, 
deduction {e.g. national insurance and income tax), and the 
net amount due. This record should be checked in the office 
by one clerk, and the wages book written up from it by 
another; the totals of the two books should, of coiu^e, be in 
agreement. A certificate of the total amount due may then be 
handed to the cashier by the manager or secretary as his authority' 
for drawing the cheque. Slips may be prepared (by different 
clerks) showing each man’s name and/or numter, and the amount 

2 B 
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due to him. A slip is then handed to each man by a junior clerk 
in the presence of the foreman or timekeeper, and the payment is 
made when the slip is presented to the pay clerk. Unclaimed 
slips should be returned to the office for record and adjustment 
purposes. It is advisable that the actual payment of wages be 
supervised by a responsible official. 

Orders for goods and materials purchased should be given only 
by persons specially authorised, and, in a large business, printed 
forms numbered progressively should be used. These forms 
should be bound up in books so that carbon copies may be retained, 
as described in the case of receipts, thus enabling the manager or 
principal to have quantities and prices available for reference. 
Particulars of goods received should be entered in the stock book 
(the. form of which is described later). Invoices for goods received 
should first be compared with the order and stock books, and, 
after the calculations have been checked, initialled by some 
responsible person preparatory to being entered in the purchase 
book, and duly filed. 

Purtha?' s returns should be entered from an advice note 
furnis}i''d i>y tne departmental manager, and checked with the 
credit I'ote, when received. 

Thf^' lorui of stock book described below is intended to ensure 
that no goods leave the premises without being charged up as 
sales, or otherwise accounted for. 

Orders received for goods to be sold should be numbered pro¬ 
gressively and recorded in the order book as soon as received, 
afterwards being filed away. The order book should be compared 
with the copies of delivery notes and with any remarks made on 
the orders by the forwarding department, so that it may contain 
full particulars. The sales book is then entered up from the order 
book and checked, so that the invoices may be prepared. A 
more modern system is to dispense with the sales book by using 
a carbon book and writing out the invoices direct from the 
order book, the posting being done direct from the carbon copies. 
All calculations, extensions and totals appearing on an invoice 
must be checked before the transaction is posted. 

Sales returns should be checked by an independent person, 
particulars entered in the stock book and returns book, and a 
credit note sent to the customer. 

If the kinds of goods dealt in are of varied character it is best 
to keep one stock book in debit and credit form, entered up by 
the storekeeper or warehouse clerk and containing a detailed 
record of all inward and outward movements of stock. 
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If several well-defined classes of goods are dealt in or manu¬ 
factured (e.g., books, clothing, and furniture) separate “ accounts " 
in the same form can be kept for each department in the stock 
book, or separate books can be kept, if advisable. A General 
Stock Book will reveal approximately the stock on hand by taking 
the difference between its two sides ; similarly, if separate stock 
“ accounts ” or books are kept, the stock of each kind of goods 
can be ascertained, which information will be helpful in con¬ 
trolling stocks, particularly if the book values are checked physi¬ 
cally at frequent intervals. In a large business, everything passing 
inwards or outwards, or between departments, can be made to 
pass through the general receiving and forwarding departments, 
so that a check can be kept upon the departmental stock accounts, 
and any leakage or irregularity located. Of course, a reasonable 
margin would have to be allowed at stocktaking to cover the 
unavoidable waste in handling, making up, etc. 

As many persons as possible should share the responsibility of 
keeping stock. Similarly, the work of stock-taking should be 
divided amongst several persons, e.g., one to call out the goods, 
another to enter up, a third to fix the price (usually either the 
purchase or current market price, whichever is the lower), a 
foiuih to make the extensions and totals, and a fifth to check the 
prices and calculations. 

In addition to the adoption of self-balancing principles, each 
ledger clerk should be held solely responsible for the ledger under 
his care ; no other person should make entries therein, nor should 
the ledger clerk be allowed to make entries in any other book. 
Detailed postings should be checked by someone other than the 
ledger clerk who made them. Balances should be extracted 
frequently, e.g., monthly, and agreed with those of the respective 
adjustment accounts. Ledgers should be exchanged every few 
months, so that no single clerk may have an opportunity for 
extensive falsification. ’ 

Transfers between ledgers should be passed through a transfer 
journal. A test journal (or check ledger) is used for extracting 
the total balance of each ledger, which should, of course, agree 
with the sum of the separate balances. No posting should be 
made except from a book of first entry; if any adjustment or 
allowance is to be made, and it cannot be passed through the 
journal, it should be clearly shown in the ledger and initiafied by 
the person who authorised it. 

If loose-leaf ledgers are used, the stock of blank sheets should 
(to prevent substitution) be in the charge of a responsible person, 
and each clerk should he required to sign a voucher for all the 
sheets he receives. 
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EXERCISE 19. 

A. Define a Balance Sheet, and state why in the majority of instances it is 
not a statement of Liabilities and Assets. 


B. State the parties usually interested in the interpretation of published 
accounts and differentiate between their viewpoints. 


C. Discuss the inadvisability of the adoption of the practice of grouping 
unrelated assets under one head. 


D. What do you understand by the “ earning capacity of a business ? 
Will a perusal of the published accounts of a business afford sufficient information 
to enable the “ earning capacity ” of that business to be gauged ? 


E. State the principles upon which you would marshal the assets and 
liabUilies in the Balance Sheet of a limited company, giving reasons for the 
basis yon f dopt. 


F. Express fully your opinion upon the methods of grouping items under 
ger.H d headings in a Balance Sheet, and state what distinction you would make 
bet ivfccu realisable assets and debit balances of a suspense nature. Give 
examples 


G. Define the following terms: Fixed assets; Floating assets; Fictitious 
assets; and Intangible expenditure. 


H. When preparing a Balance Sheet upon what principles should the various 
itemi; be valued ? Give examples and full reasons for your answer. 


I. The form of recently published Balance >jheets of certain companies is 
entirely different from those published prior to the Companies Act, 1929. Give 
your reasons for this, indicating in what direetiens amendments have appeared. 


JT, What do you understand by the phrase “ the working capital of a 
company ” ? Set out with imagitiar^ figures how it could be shown in the 
accounts published for the information of shareholders. 


K. The undermentioned assets are the property of the Reliance Boot Manu* 
factoring Co., Ltd How should they le valued for Balance Sheet purposes ? 

(a) Twenty debentures of £100 %ach in the Blister Gas Corporation, 
representing the investment of the Reserve Fund The debentures 
were purchased at par, but the market price had since fluctuated 
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between 97 and 104, the former quotation being the market price 
at the date upon which the Balance Sheet of the Reliance Co. is 
prepared. 

(6) Patents, £2,000. This amount represents the original cost of the 
patent rights in a welting machine. The grant of letters patent 
is dated eight years ago. 

(c) Goodwill, £6,000. This asset was purchased nine years ago, at the price 
named, upon the formation of the company. The trading profits 
have steadily declined from £4,100 to £2,000 in the last nine years. 


L. In your opinion, is it necessary for the directors of a Limited Company 
to deal with contingent liabilities when preparing the annual accounts ? 

If you consider that such an obligation exists, select two liabilities of this 
nature, and show by means of a pro forma Balance Sheet how you would require 
them to be recorded in accounts you are asked to certify. 


M. It is sometimes stated that the Balance Sheets of public companies are 
prepared and presented in such a form that the true position of the Company can¬ 
not readily be ascertained In order to avoid such a criticism, state your views 
as to the proper method of dealing with the following items in a Balance Sheet;— 

(а) Investments in Government Securities. 

(б) Investments in Subsidiary Companies. 

(e) Cash Loans owing to the Company. 

(d) Contingent Liabilities. 

(e) Reserve Funds and Reserve Accounts. 


N. “The value of the.goodwill of a business usually fluctuates in sympathy 
with the commercial success of the undertaking.” 

Comment on this statement, and give your opinion as to whether such 
fluctuations should be recorded in the accounts of the concern. 


0. Indicate the principal circumstanccB under which the criticism of a 
Balance Sheet becomes necessary. 


P. Compare the value of the information obtained from an examination 
of a single Balance Sheet with that obtained from a scries of Balance Sheets 


Q. A manufacturer has before him a copy of the last published accounts of 
the Gordon Co., Ltd. He is desirous of satisfying himself that it would bo 
reasonable for him to give them credit up to £1,(^. To what points in the 
accounts should he direct his attention t 


R« Draft a scheme of organisation for the accounts of any business with 
which you are acquainted. 
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S« The following items are taken from a Company’s Books at Slst December, 
1940 


£ 

Discount on Debenture Stock.10,000 

Leasehold Sinking Fund.4,000 

Furniture and Fittings, less Depreciation . . . 10,000 

Investments in Associated and Subsidiary Companies, at cost 142,000 

Investments in Marketable Securities .... 48,000 

Cost of Freehold and Leasehold Premises, Plant and 

Machinery. 400,000 

Share Capital Authorised:— 

200,000 6 per cent. Preference Shares of £1 each . 200,000 

300,000 Ordinary Shares of £1 each .... 300,000 

Stock-in-Trade and Work-in-Progress .... 60,000 

Book Debts and Expenditure in Advance . . . 70,000 

6 per cent. 5 year Notes and Interest accrued . . 31,000 

Sundry Creditors and Accrued Expenses . . . 22,000 

Reserve Fund. 40,000 

Loan on Security of certain Investments . . . 20,000 

Share Capital Issued:— 

160,000 6 per cent. Preference Shares of £1 each . 160,000 

280,000 O’ximary Shares of £1 each .... 280,000 

Amount paid on Forfeited Shares .... 50 

Profit and Loss Account (Credit Balance) . . 70.000 

l,'es(ij-ve for Depreciation of Premises and Plant (of which 
£1S,«"X)0 represents provision made during the year 

under review). 96,000 

Bills Receivable.18,000 

for Bad and Doubtful Debts .... 2,000 

Debenture Stock Sinking Fund. 26,000 

Preliminary Expenses.16,000 

Cash at Bank and in Hand.6,060 

5 per cent. Debenture Stock:— 

Authorised. 200,000 

Issued. 176,000 

Redeemed. 25,000 

Interest Accrued.3,000 

Bills Payable.16,000 

Loose Tools. 40,000 

Goodwill and Patent Rights. 100,000 


Notes, —(1) The market value of the Investments (other than those in 
Associated and Subsidiary Companies) at Slst December, 1940, 
was £46,000. 

(2) The valuation of Loose Tools was made by officials of the Company. 

(3) 20,000 Ordinary Shares were under option for subscription at 

par until 31st December, 1944. 

Draft a Balance Sheet in proper form assuming the further information 
(if any) you would require. 
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T. The Seoretary to a Company hands to you for investigation the followir g 
Balance Sheet:- 


THE HOSIERY MANUFACTURING CO., LTD. 


Statement to 318t Decembbk, 19... 


Shareholders 
Debenture-holders 
Balance at Bank 
Debts, leas amount owed 


£ 

60,000 

10,000 

2,483 

10,376 


£ 

Promises, Machinery and Good¬ 
will .55.000 

Stock and Consignments . . 4,839 

Shareholders for amounts called 

up.11,265 

Debentures of the Company 
bought .... 945 

Furniture,Fittings and Stationery 871 
Preliminary Expenses . . 1,249 

Shares in “ Hosiery Marketing 
Co., Ltd.” .... 800 

Bills Receivable, lesa Bills Dis¬ 
counted .... 2,843 
Advertising Contract . . 350 

Balance of Revenue . . . 4,697 


£82,869 


£82,859 


Give your comments, redraft the Balance Sheet (assuming figures where 
necessary), and say how each item should be valued. 


U. The following Balance Sheet was issued by the Priory Co., Ltd.:— 
BALANCE SHEET 


As AT 31st December, 19... 


Liabilitiea. 



Aaseta. 


Issued Share Capital 

£ 

190,000 

£ 

£ 

Leasehold Land, Buildings and 

£ 

Leaa Calls in Arrear . 

8,000 

182,000 

Machinery at cost 

Railway, Wharf, Motor 

150,000 

Bank Loan . 

, , 

48,000 

Boats and Live Stock, 


Sundry Creditors . 

. , 

3,647 

etc., at cost . . 12,000 

Leaa Depreciation . 500 


Bills Payable 

Profit and Loss Account— 


32,100 

11,600 

Profit for the Year 

Leaa Interim Dividend 

9,120 


Stocks-on-hand .... 
Contracts not completed and Work- 

48,400 

paid 

9,100 

20 

in-progress .... 

Advances to Employees and Sundry 

50,685 

Depreciation Fund 


6,000 

Debtors. 

Suspense Account.... 
Cash in hand . . . 850 

Cash at bank . • 2,090 

7,160 

92 

2,940 


£270,767 

j £270,7«7 


You are asked to criticise this Balance Sheet from the point of view of a 
prospective shareholder If you desire any further information before giving 
your opinion, submit the letter whibL you would address to the secretary of 
the company. 
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V, The understated Balance Sheet has been submitted to you for examina¬ 
tion. If you do not approve, criticise and amend it, assuming figures where 
necessary. 

BALANCE SHEET 

For the Year ending 31st December, 19... 


£ £ 

Capital:— 

^,000 Ordinary Shares 
of £1 each . 50,000 

Less Uncalled . . 6,260 


43,760 

Unpaid Calls (Less Calls 
in Advance) . . 100 

- 43,650 

Shares Forfeited and Reissued . 300 

Creditors, Reserve, Bills Payable 
and Credit Balances . . . 12,872 

Depreciation, Fire Insurance and 
Bad Debt Reserves , . . 3,760 

Bank Loan (Less Current Account) 4,662 


£66,224 


£ 

Leasehold Factory . • • 16,342 

Plant, Machineiy and Loose Tools . 22,461 

Stock and Work-in-Progress (Less 
Payments in Advance from 
Customers) .... 10,872 

Loans to Manager and Directors . 1,550 

Current Expenses in Advance. . 375 

Claims Payable under Fire Policy . 1,562 

Sundry Debtors (Less Discount) . 8,520 

Furniture, Patterns, Patents and 
Trade Marks .... 4,642 


£66,224 


W, Th^ following is submitted to you as the Balance Sheet of the Elastic 
Tradirip: Company, Ltd :— 

BAMNCE SHEET 

For the Year ended 31st March, 19.. 


LiahilUies. 


Nominal Capital: 


Assets, 


Cash in Hand 


50 


200,000 7% Cum. Pref. Shares of 

£leach. 200,000 

250,000 Ordinary Shares of £1 
each. 250,000 


450,000 

Sundry Creditors (including Bank 

Balance) .... 15,000 

Reserve for Bad and Doubtful Debts 600 

Profit and Loss Account— £ 

Balance for period . 7,000 

Less Preference Dividend 
declared but not yet 
paid . . . 3.600 

-3,500 


£469,000 


Stock-in-Trade (valued by Manager 
at Current Selling Price) . . 26,000 

Freehold Premises, Furniture, Fit¬ 
tings and Fixtures, Plant and 
Machinery .... 70,000 

I^easehold Premises, Goodwill, In¬ 
vestments, Trade Marks and 
Shares in Subsidiary Company . 83,400 

Sundry Debtors (including Uncalled 
Capital, Calls in Arrear and 
Sundry Shareholders* Dividend 
Account). 290,650 


£469,000 


The issued capital of the Company is 100,000 7 per cent. Cumulative Prefer¬ 
ence Shares of £1 each fully paid and 160,000 Ordinary Shares of £1 each, 10s. 
called. 28. fid. per share on 400 Ordinary Shares is in arrear. 

The shares held in the Subsidiary Company are £1 Ordinary Shares upon 
which 168. per share has been paid up, the balance remaining uncalled. 

Criticise this Balance Sheet in detail and, if you consider it incorrectly 
drawn, redraft it in proper form using imaginary figures where figures are not 
given or are unascertainable from the information supplied. 
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Appendix L PRO forma 

SHOWINQ RSQUIBBMBKTS OF OOMPANIES 


Sbo. 


124(1) 
124(1) I 
46 j 
124(1) 
124(1) 


LiabUiiies. £ b. d. £ 8. d 

SHARE CAPITAL 
Authorised— 

Preference. 

Redeemable Preference .... 

Ordinary. 

Deferred. 


124(1) 
124(1) 1 
46(2)/ 
124(1) 
124(1) 
64 


75(31 


124(1) 

124(3) 

126 


123(2) 


46(1) 


Issued— 

l^reference. 

Redeemable Preference .... 
(with indication of date of redemption.) 

Ordinary. 

Deferred. 

Capital on which interest is being paid pend¬ 
ing completion of construction; etc., 
indicating rate of interest 
(Maximum raie of interest increased by Com¬ 
panies (Interest out of Capital) Ordert 1929, 
to 6% per annum.) 

DEBENTURES 

(tcith indication of redeemed debentures that 
may he reissmd.) 

SUNDRY CREDITORS 

Trade Creditors. 

Secured Creditors. 

(not necessary to specify nature of security.) 

Subsidiary Companies. 

(in aggregate^ advisable to include note of 
liability on debentures.) 

Other Creditors. 

(indicating general nature thereof.) 

RESERVE FUND, GENERAL RESERVE OR 
RESERVE ACCOUNT .... 

CAPITAL REDEMPTION RESERVE FUND . 

PROFIT AND LOSS ACCOUNT . 


AUDITOR’S REPORT to Members to be 
attached to the Balance Sheet S.129 (1). 


£ 
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BALANCE SHEET, 

ACT, 1929, AS TO DISCLOSURE 

Seo. Assets. £ 8. d £ s. d. 

124(2) GOODWILL, PATENTS AND TRADE MARKS 
(%/ ascertainable and so far as not yet 
ioriUen off,) 

124(1) FIXED ASSETS 

(indicating general nature and stating how 
valued.) 

125 Shares in Subsidiary Com^nies 

(in aggregate^ advisable to include aggregate 
amount of debentures in subsidiary com¬ 
panies separately.) 

124(1) FLOATING ASSETS. 

(indicating general nature.) 

125 Amounts owing by Subsidiary Companies 

(in aggregate.) 

Trade Debtors. 

128(1) Loans to Directors or Officers of Company 

(in aggregaief showing loans made and 
repaid during period and prior loans still 
ouistandingt with note of loans made by 
any other person under guarantee of com¬ 
pany.) 

Exceptions: (1) Loans made by com¬ 

panies in ordinary course of business^ where 
business includes lending of money. 

(2) Loans under £2000 to em¬ 
ployees in accordance with adopted practice. 

45(2) I Loans by Company. 

(in aggregate^ for purchase of fully-paid 
shares by or for benefit of employees.) 

Other Debtors. 

Investments. 

(held as floating assets, if doubtful, treat 
as fixed assets and show how valued.) 

Stock-in-Trade. 

Cash Balances.. 

124(2) PRELIMINARY EXPENSES . , . . 

(50 far as not yet written off.) 

124(2) EXPENSES OF ISSUE OP SHARES AND 

DEBENTURES . 

(s^) far as not yet written off.) 

44(1) COMMISSIONS PAID ON SHARES AND 
DEBENTURES AND DISCOUNT ON DE- 

BENTURES . 

(so far as not yet written off.) 

47(3) DISCOUNT ON SHARES ISSUED. 

(so far as not yet written off.) 

Balance Sheet to bo signed by 
two Directors. S.129 (1). 

Statement signed by above Directors 
re Profits and Losses of Subsidiary 
Companies. S.126 (1). 

£ 





Appendix II. 

PURCHASE TAX: ACCOUNTING ENTRIES 

Purchase Tax became chargeable on 21 st October 1940, and the introduction 
of this ne\V form of taxation has necessitated certain alterations in the accounting 
methods of registered manufacturers and wholesale merchants. Until further 
practical experience has been obtained, it is not possible to foresee all the com¬ 
plications which will arise, but the suggestions made below summarise the 
specialised accounting features arising out of the tax. 

Sales. —It is essential that the amount of the tax should be shown separately 
on invoices for goods supplied by registered firms to retailers, and a convenient 
form is as follows :— 

Invoice or Statement 

£ s. d. 

Chargeable goods (described in detail) 

J)cli v*ery (if charged separately) 

Packing and use of container (if charged 
separately). 


(a) 

Deiluci Cash discount (subject to payment 
on or before (u)) 

Net Total .... 
ihirchase Tax at % on Net Total . (b) 

Total Payable . . . . £ 


Tho same particulars should be given on copies of the invoice retained for 
reference. Where the charge to the retailer (i.e. (a) above) differs from the 
amount on which tax is duo (through adjustments for notional values, containers 
and delivery charges) it may bo more convenient to add to the invoice a state¬ 
ment showing the calculations of the tax. If the customer is being supplied with 
goods chargeable at the full rate of tax, with goods chargeable at the half-rate 
and with exempt goods, it may be desirable to send separate statements for each 
class of goods and to provide a separate tax column in the statement. 

If the invoice is prepared in this way, it will be possible to write up the Sales 
Day Book, which will normally have columns for the items marked (a) and (h) in 
the form above. In any case, the Commissioners of Customs and Excise recom¬ 
mend that there should bo a separate column showing the tax charged to the 
buyer. Similarly in the Returns Inwards Book there should be a column showing 
tax credited in respect of goods returned or other allowable credits ; in order that 
the credits may bo properly vouched, the credit notes should give particulars of 
the tax adjustment. If sales or credits are passed through in respect of exempt 
sales (to another registered firm or to a Government department on a tax-free 
basis) there will, of course, be no entry in the tax column, and it is suggested that 
in these cases the registered number of the buyer or the serial number of the 
Government contract or order should* be noted in the Sales Day Book or Returns 
Inwards Book for record purposes. 
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When payment is received on an invoice or statement, the amount received 
in respect of tax should be shown in a separate column in the Cash Book, viz.: 

Cash Book (Debit side) 

Sales Ledger. 

Date. Name, Discount. Cash. Bank. Goods. Tax. 

£ £ £ £ £ 

Dec. 1 J. Jones 6 44 .. 39 11 

The Sales Ledgers will be written up in the usual way, though in some cases 
it may be found convenient to have a separate tax column, or even separate tax 
ledgers, to facilitate reconciliation at the end of financial periods. 

Purchases. —The Commissioners require that “ all chargeable goods received 
or purchased tax-free from other registoed firms or from abroad must bo recorded 
as such and that the seller’s name and address or the importation particulars 
must be traceable if required.” In practice, the trade purchases of registered 
firms will be made tax-free, with few exceptions, and no alterations will be 
necessary in the design of the Purchase Day Book, provided that the required 
particulars are shown. It should be noted, however, that such tax-free purchases 
include only goods required or material for use in manufacture or as stock for 
wholesale trading: other purchases (e.g., office stationery or equipment for the 
firnj’s own use) will be made with tax added and will normally be passed through 
as trade expenses at the gross amount payable. 

Other Records.— It is provided that “ in the case of a manufacturer, his 
records should contain particulars of all chargeable goods manufactured.” The 
precise implications are nut clear, but it is probable that in most cases the normal 
production records will suflice. 

Other records and documents which should bo kept include (a) copies of 
invoices and statements, (b) orders for goods suppHed and other registered buyers, 
(c) Government tax-free contracts or orders, {d) importation and exportation 
particulars (where appropriate), (e) delivery records, and (/) the firm’s own certifi¬ 
cate of registration. It will also be found advisable to compile a summary of the 
tax chargeable on each class of goods sold, for reference when invoices are being 
prepared or quotations given. 

Nominal Ledger Entries. —^The Commissioners recommend that ” the 
additional records referred to ” (under “ Sales ” above) “ should be totalled 
monthly or quarterly as may be convenient and summarised in a separate 
Pm’chase Tax Account.” Taken in conjunction with the prescribed form of return 
this recommendation appears to require the following type of acooimt in the 
Nominal Ledger:— 


Dr. 

£ 

To Amount to be carried for¬ 
ward in respect of tax on 
goods not yet paid for 
(total of tax included in 
Sales Ledger balances) c/d 
„ Balance, being tax now 
payable to Commis- 
missioners (to be agreed 
with tax column in Cash 
Book) 


Or. 
£ 

By Tax on Salea of chargeable 
goods delivered during 
the period (total of tax 
column in Sales Day 
Book) .... 

Deduct Tax on returns and 
credits (total of tax 
column in Returns In¬ 
wards Book) 


Purchase Tax Account 
Period 1 {2ist October 1940 to December 1940) 


£ 


£ 
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Each StthaeqrterU Period 


Or. 


Dr. 

£ 

To Amount to be carried for¬ 
ward to next period 
(being tax on goods sold 
in the period but not yet 
paid for) cjd 

„ Balance, being tax now 
payable to the Commis¬ 
sioners :— 

(а) In respect of previous 
period . 

(б) In respect of sales 
during this period 


£ 


I £ 

j By Amount brought forward 
from last period (being 
tax on sales not yet paid 
for) hjd ... 

„ Tax on Sales of chargeable 
goods delivered during 
this period (from Sales 
Day Book) . 

Deduct — 

(o) Tax on returns and 
credits in this period 
(6) Tax on bad debts of 
previous period 


£ 


The complexities of this account will be better appreciated if it is remembered 
that there is an option to carry forward in each period the tax on goods for which 
payment has not been received. The amount of the tax not carried forward will, 
however, be pa^'able in the next period irrespective of whether or not the goods 
have bc^on paid for, subject to any allowed abatement for bad debts. Unless, 
however, the bad debt has been proved by the end of the period following that 
in whi« .h the goods were delivered, tax must be paid in full and any abatement 
subsequently allowable will be by way of refund or deduction from subsequent 
returns, 

At? account of the type suggested above presents no dilficultios in the first 
period of the tax. Subsequently, however, there will be many complications if 
the balance- brought down is not kept in exact agreement with the tax portion of 
the Saif 3 Ledger balances. Thus it is advisable, as previously suggested, to pro¬ 
vide a separate tax column in the Sales Ledger. 

Whatever method of accounting is adopted for recording Purchase Tax, the 
desired results must be borne in mind, viz.:— 

(1) That the tax payable to the Commissioners of Customs and Excise can 

be readily ascertained when it becomes due ; and 

(2) That the Balance Sheet item for debtors does not include any amounts 

collectable, not on behalf of the business, but for the account 
of the Commissioners. 
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Exercise 1. 

D. Trial Balance: £1,232 148. 8d. E, Trial Balance: £747 ISs. P. Trial 
Balance : £1,144 Ss. 6d. 0. Trial Balance ; £741 68. H. Trial Balance ; £1,829. 

Exereise 2. 

A. Capital: £741 148. 9d. B. Capital: £2,276 128. 2d. C. .Capital: £2,965. 

D. Journal Total: £25,000. E. Sales Book: £604 Ss. 7d.; Purchases Bmk: 
£1,008 16s. F, Sales Book: £103 128. Id.; Purcha8e8 Book: £113 Oa. 8d.; 
Returns : £10 lOs. G. Purchases Book: £45 Os. 6d. H. Sales Book: £493 198.; 
I. Sales Book: £108; Purchases Book': • £662 2s. 6d, J. Sales Book: £83 2 b. ; 
Purchases Book: £45 123. lid.; Returns: £1 Is. K. Sales Book: 
£538 17s. 

Exereise 3. 

A. Cash Balance : £426 88. 6d.; Petty Cash Balance : £5 Os. Id. B. Cash 
Balance : £107 4s.; Petty Cash Balance: £9 68,, lOd. C. Bank Balance: 
£675 6s. 8d.; OfSce Cash: £7 lla. 8d. D. Bank Balance: £.3,370 11s. 6d. 

E. Bank Balance : £1,107 2a. Id.; Office Cash : £5 Os. 8d. P. Bank Balance: 
£178 14s. 6d.; Office Cash: £45 7s. G. Cash Book: £1,014 lOs. (credit); Capital 
Account: £11,177 lOs.; Trial Balance: £15,617. H. Pass Book Balance: 
£1,660. L. Cheque obtained : £37 16s. 6d. 

Exercise 4. 

B. Balance—A. Co.: £8,781 13s. 9d. E. Dejueciation: £672. F. De¬ 
preciation : £1,060. G. Balance—Plant Account: £6,262 lOs. H. Gross 
Profit: £42,161; Net Profit: £26,364; Balance Sheet: £149,764. I. Gross 
Profit: £783 ; Net Profit: £277 ; Balance Sheet: £1,606. J. Net Profit: 
£1,646; Balance Sheet: £3,722. K. Gross Profit: £6,109; Net Profit: 
£1,391 lOs.; Balance Sheet: £11,446 10s. L. Gross Profit: £13,699; Net 
Profit: £8,370; Balance Sheet: £47,004. M. Gross Profit: £7,583; Net 
Profit: £3,561; Balance Sheet: £21,166. N. Gross Profit: £1,647 Ifis. 6d.; 
Net Profit : £296 ISs. ; Balance Sheet : £2,097 7s. Id. 0. Bad Debts Reserve, 
1940: £1,126; 1941: £960 11s. 

Exercise 5. 

N. New Bill: £367. 0. £97 lOs. P. Dr. Balance—A ; £3,663 Os. 3d. 

Q. Cr.: £1 48. 3d. R. Bad Debts: £76 ISs. 2d.; Cash Book Balance: 
£424 11s. 9d. S. Balance: £427 48. 2d. T. Balance: 1^56 58. 

Exercise 6. 

D. A: £966 2s. lOd.; Bi £411; C: £723 17s. 2d. B. Cr. Balances— 
BlundeU: £1,141 28. 6d.; Dent: £88 Hs. 6d. F. Jordan: £816; Slater: 
£716 68. I. Capital Accounts-P: £9,200; Q: £6,900; B : £4,000. J. H. 
Chance : £10,680; P. Chance ; £6,760; D. Moss: £1,890. K. Gauley: £17,840; 
Forest: £8,920; Pirrie: £6,690. h,X: £10,000; F: £6,000; Z: £3,000. 
H. Hunt: £3,668 2g. 6d.; Fox; £2,438 16 b.; Barlow: £2,438 16s.; 
Blaise must intr^uee £1,219 78. fid. N. Ball: £7,810; Green: £6,262; Lane: 
£2,428. If salaries ate drawn in cash these amounts are correspondingly reduced. 
0. Tborley: £9,000; Rutter: £6,000; Ashley: £7,000. P. (a) A: one-half; 
Bi one-third; Os one-aixth. (6) As |Jths; Bs |Itbs; C: JJths. Q. As £26,0^ ■ 
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Bt £24,100; C\ Nil; Balance Sheet: £88,305. R, Henson’s Executors: 
£10,672; Scanlan Capital Account: £8,710; Current Account: £852. S. Balance 
Sheet: £10,625; 5 Executrix : £5,^0. T, Net Increase : £1,400. 


Exercise 7. 

M, Original difference £19. Profit reduced by £64. N. Gross Profit: 
£1,584 ; Net Profit: £588 6s.; Divisible Profit: £522 78,; Balance Sheet: 
£6,324 6s. O. Divisible Profit: £7.600 ; Balance Sheet: £41,900. P, Gross 
Profit: £16,300; Net Profit: £6,328; Divisible Profit: £4,928; Balance Sheet: 
£44,012. Q. Gross Profit: £3,846 18s. 2d.; Net Profit: £2,423 2s. 6d.; 
Divisible Profit: £2,291 12s. 6d.; Balance Sheet; £7,514 12s. 6d. R, Gross 
Profit: £3,320; Net Profit: £1,048; Divisible Profit: £716; Balance Sheet: 
£9,376. S. Gross Profit: £5,960; Net IVofit: £3,785; Divisible Profit: £2,725; 
Balance Sheet: £7,780. T. Gross Profit: £8,628; Net Profit: £2,870 ; Divisible 
Profit: £2,114; !^lancc Sheet: £21,656. U. Cost of Production: £33,800; 
Gross Profit: £10,710; Net Profit: £7,190. V, Suspense Account: £185 48.; 
Gross Profit: £6,662 4s,; Net Profit: £2,799 128.; Balance Sheet: £14,279 128. 
W. Comraencing Capital (t.e. Difference on Trial Balance): £16,995; Gross 
Profit; £8,280; Net Profit: £1,220; Balance Sheet: £34,430. X. Gross Profit; 
£12,871; Net Profit: 7,262; Balance Sheet: £50,106. 


Exertffse 8. 

E. Cash Balance: £18,762. F. Cash Balance: £18,830. G. Forfeited 

Shatr^ BaU'xOo ; £50<^. H. Forfeited Sliares Balance: £300. I. Dc'bentures : 
£1.1;,00* >; Debenture Discount Balance : £476. K. Premiums on Shares : 

£32,5{H » transferred to Capital Reserve. L. Interest: £8,000. M. Forfeited Shares 
B;Pnnco ; £1,375. N. Total Cash: £130,000. 0, (a) Realisation Account: 

£250 0^; (b) Total Assets: £260,000. P. Cash Balance: £37,500; Share 
Capii^D: £37,500. Q. Purchase Price: £30,000, R. Profit on Realisation: 
.€3,00<); Purchase Price : £47,000. S. Share Capital: £300,000; Premium : 
£76,000. T. Cash Balance: £60,000; Capital: £150,000. U. Allotment; 

Amount payable : £47,500 ; returnable : £2,600. V. Preference Share Capital: 
£160,000 ; Ordinary : £199,500 ; Cash Balance : £60,000 ; Balance Sheet: 
£512,000. 


Exercise 9. 

F. Appropriation Account Balance : £1,713 17s. 2d. G. Gross Dividend : 
£2,574, Tax: £1,287; Net; £1,287. J. Pre-incorporation profits—Turn¬ 
over ; £2,083 6s. 8d.; Time : £1,875. L. Bonus ; £8,000; Profit and Loss 
Balance: £2,876 16s. 2d. M. Bonus absorbs £50,000. N. Total Capital: 
£170,000 ; Reserve Balance : £40,000 ; Profit and I >088 : £10,000. 0. Balance 
Capital: £6,400 ; Reserve : £14,400; Profit and Loss : £12,200. P, Revised 
Balance Sheet: £2,792,135. Q. Reduction; £26,000. R. Ptirchase Price: 
£107,600. S. Gross Profit: £4,646; Net Profit: £880 19s.; Balance Sheet: 
£19,145. T. Gross Profit: £3,734 ; Net Loss : £783 ; Profit and Loss— Dr. ; 
£1,054 ; Balance Sheet : £46,681. U. Gross Profit ; £752 ; Net Ix^ss : £2,921 fis.; 
Balance Sheet; £33,800. V. Gross Profit: £27.682; Net Profit: £4,444; 
Balance Sheet: £61,344 lOs. W, Gross Profit: £29,312 ; Net Profit; £3,333 ; 
Balance Sheet; £65,633. X. Net Profit; £23,276; Divisible Profit: £14,276; 
Balance Sheet: £1,062,776. Y. Balance Sheet; £300,550. Z, Balance Sheet: 
£242,540; Minority Interests, £6,000. A A. Balance Sheet: £306,700 (after de¬ 
ducting Capital Reserve, £2,400, from excess of coat of shares over nominal value); 
Minority Interests: Round Tyre Co., Ltd., £7,160; Everlasting Engine Co., Ltd., 
£2,260. BB. Phoenix, Ltd., Loss on Realisation, £16,000; Excelsior, Ltd., 
Capital Reserve, £6,500. CC, Capital Reserve, £2,000; Balance Sheet, £42,000. 
DD. Goodwill, £12,000. EE, Purchase Consideration, £6,126; Loss on Realisa¬ 
tion, £876. 
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Exercise 10. 

A. Account Sales, Net: £2,729 8s. 6d.; Profit; £710 9s. 6d.; Alden—i)f. 
Balance : £1,729 8s. 6d. B. Account Sales, Net: £846 lls. 9d. D. Net Profit: 
£103. E. Net Profit; £244 28. 6d.; Samoa—Dr. Balance : £609 Is. 6d. 
F, Net Profit, First portion : £127; Second portion : £22. G. Dr. Balance : 
£361 lOs. 6d. H. Interest to debit: £6 lls. 4cl: Final payment: £292 lls. 4d 
K. 16th September: £27 178. L. lOth April: £8,626. 


Exercise 11. 

C. Balance; £13,740. D. Net Balance: £676 19s. lOd. ; Trial Balance: 
£576 lOs. lOd. F. Sales Ledger Balances: £131 5s.; Purchases Ledger Balances: 
£160. G. Gross Profit; A, £4,469 ; B, £3,100; C, £2.618; Total: £10,077 ; 
Percentage: A, 39-9%; B, 65-23%; C, 51-91%; Total: 46-67%. Net 
Profit: A, £323 ; B, £636; C, £712; Total: £1,671: Percentage : A, 2-89% ; 
B, 11-33%; C, 14-68%; Total: 7-72%. H. Gross Profit: Fleet Street, 
£4,181; Clerkenwell, £6,482; Net Profit: Fleet Street, £1,820; Clerkenwell, 
£1,088; Balance Sheet: £17,224. I. Gross Profit; A, £9,400; B, £3,000; 
Total: £12,400; Net Profit: A, £7,660; B, £1,360; Total: £8,900. After 
charging interest and tax: £3.310: Balance Sheet: £47,000. J, Gross Profit: 
1, £5,000 ; 2, £2,600; 3, £760; 4, £1,500; 6, £4,000; Total: £13,750. Net 
Profit: 1, £3.650 ; 2, £1.630; 3, £460; 4, £746; 6, £3,014; Total: £9,400; 
Percentage: 1,14-79%; 2.16*52%; 3,9*68%; 4,6*49%; 5,20*09%; 

Total; 14*30%. 


Exercise 12. 

A. Head Office Balance : £3,460. B. Banisley Branch Account Balance: 
£382 168. lOd. (closing stock). Profit; £649 14s. 9d. D. Net Profit: 
£1,033; Balance of Branch Account: £2,331. 1. Gross Profit: Head Office, 
£31,468; A, £16,144; B, £6,683. Net Profit: Head Office, £26,740; A, 
£11,609 10s.; B, £3,260 168.; Divisible Profit; £28,784 6s.; J^lance Sheet; 
£131,119 6s. L. Profit on Exchange: £13 Os. 6d. M. Balance Sheet; New 
York, £86,208 68. 8d.; Manchester: £89,600; London : £265,600; v.,bmbined 
£255,468 6s. 8d. (adjustment accounts omitted). N. Loss on Realisation: 
£708 5s. 2d.; Loss on Exchange: £202 148. lid.; Profit and Loss Account 
Balance; £2,688 19s. lid.; Balance Sheet; £47,588 19s. lid. P. Profit on 
Exchange, £2 6s. 8d. 


Exercise 13. 

A. Manager’s Cc.mmission, £38 28. fid. ; Net Profit : £762 78. 7d. E. Cash 
Balance: £315 10s.; Income and Expenditure : £298; Balance Sheet: 
£1,315 lOs. I. First year: Minimum Rent, £4,000; Second year: Royalties, 
iW,000; Third year: £6,250. J. Short Workings: First year, £437 lOs. ; 
Second year, £426; Third year, £250; Fourth year. Recouped, £600; Irre« 
ooverable; £512 lOs. K. Short Workings: 1938, £150; Recouped, 1939, 
£25; 1940, £75; Irrecoverable, £50. 0. Interest: 1938, £6 Is. Id.; 1939, 
£3 4d.: 1940, £1 15s. 9d.; Final instalment, £31 lls. 2d. Q. Net Profit: 
£6,064; li^ager’s Commission on profits : £303 4s.; Divisible : £4,260 16s.; 
Per share : £66 lls. 6d. R. Net Income: £375; Profit on Sale : £153 fis. fid. 
S. Final Profit on Policy: £120. T, First settlement, amount payable: 
£96 98. lOd.; Second settlement, amount receivable: £112 63 . U. Estimated 
Gross Profit: £44,800; Amount of Claim: £21,400. V. Cash Book, Solicitors’ 
Account: £10 (debit balance); Green’s Account: £10 (debit balance). 
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Exercise 14* 

B. Net Profit: £386; Statement of Afiairs: £4»665. C. Net Profit: £1,845. 
D* Net Pixjfit: £429; Balance Sheet; £4,911. E. Net Profit: £616; State¬ 
ment of Affairs: £3,816. F. Divisible Profit; £2,421 ; Roy; £1,008 168. ; 
Teeoe : £807 ; Earl: £606 6 s.; Statement of Affairs : £10,836u 

Exercise 15, 

A. Loss, A and B, £1,668 lOs. each; Cash distributed: A, £2,431 lOs. ; 
B, ik31 10s. B, Loss ; James, £4,400; Pratt, £2,200; James pays in £200; 
C^h distributed : James, Loan, £6,000; Pratt, Capital, £2,300; C. Loss : 
A, £3,392 Is. 8d.; B, £1,463 16s.; O, £969 3s. 4d.; Cash distributed : A, 
£4,295 88. 4d.; B, £3,671 68.; O, £1,693 6e. 8d. D. Loss: Oldfield and 
Young, £200 each ; Young pays £1,300 to Oldfield. E. Profit: Brown, 
£622 lOs.; Davis, £622 1&.; Davis pays £137 lOs. to Brown. P. Loss: 
Locke and Edward, £930 each ; Cash distributed; Locke, £2,570; Edwards, 
£1,446. G. Profit; FVancis and Clifford; £696 49. each ; C^h distributed: 
Clifford, lx>an, £1,000; Capital, £3,696 4s.; Francis, Capital, £4,596 4s. 
H. Loss : Crake, Sheen and Wells, £380 each; Cash distributed; Sheen and 
Wells, £456 each, I. Statement of Affairs: £6,466; Deficiency, £1,837. 

J. Statement of Affairs; £8,264; Deficiency, £3,808; Dividends; 10 s. 9Jd. 

K. Statement of Affairs : £24,200; Deficiency, £18,600. L. Statement of 

Affairs ; £4,430; Deficiency, £1,180. M. Statement of Afib.irs : £19,660; 
Deficiency, £9,8^ N. Surplus as regards creditors : £ 11,102 ; shareholders : 
£3,192. 0. Dividend to creditors at 12s. 8 Jd. in £ absorbs £6,465 78. 

P, Cr» J dividend to shareholders at 14s. in £ absorbs £2,800. 

Q. Prefc'-enio Si^areholders, 25s. per share; Ordinary Shareholders, 25s, per 
share ; Ticferred Shareholders (4,000), 5s. per share. 

ExsiCise 16. 

p. tCfSt ot Materials, £25,600 (including carriage); Value of Output, £66,600; 
Cost of Saie£., £66,600; Percentage of Gross Profit to Sales, 20 71. T. Total Cost, 
£96,4(H); P-r ton, £3 Os. 3d. U. Prime Cost, £310,000; Works Cost, £347,126 ; 
Total CJcat, £370,375; Works Overhead Charges, 27*6 i)er cent, on Manual and 
Machine Labour Wages ; Establishment and General Expenses, 6*69 per cent, on 
Works Cost; Estimated CJost of Machine, £1,616; Selling Price, £2,020. V. Fac¬ 
tory Process : Cost, Black, £14,000, per gross, 11s. 8d.; Coloured, £4,725, per 
gross, I Is. 3d.: Finishing Process : Cost, Black, £6,000, per gross, 6s.; CJoloured, 
£1,680, per gross, 48. Oncost, Black, £2,700, per gross, 28.3d.; Coloured, £945, per 
gross, 28. 3d. ; Total Ckist: Black, £22,700, per gross, 188. lid.; Coloured, £7,360, 
per gross, Hs. 6d. W. Prime Cost: A, £11,326; B, £6,460; C, £2,726; Total, 
£20,600. Oncost: A, £4,041 ; B, £2,465; C, £793 ; Total, £7,289 ; Total Cost: 

A, £16,366 ; B, £8,905 ; C, £3,518 ; Total, £27,789 ; Machine Hours : A, 12,480; 

B, 8,320; C. 2,080; Total, 22,880; Per hour; A, 08. 6-71d. ; B, 6 s. 10-Sid.; 

C, 78. 7 50d. Total: 6 s. 4-46d. X. Manufacturing Account (credit balance): 
£11,030. Y. Total Profit, £6,500 ; Divisible Profit, £3,466 ISs. 4d. 

Exercise 17. 

D. Capital Account: Total, £200,000. E. Revenue Accounts Balance, 
£67,435; Net Revenue, £23,600; Capital, £36,000; Balance Sheet, £91,600. 
G. Balance Sheet; £418,148,605 178. ^4 J. (1) Single Account Balance Sheet, 
£372,000; ( 2 ) Capital Account, £40,000 (credit); General Balance Sheet, £112,000. 
K. Balance Sheet, £1,499,266. 

Exercise 18. 

A. Revenue Accounts Balances: Fire, £10,380 Is. 6 d.; Accident, £780 6 s. lOd; 
Employers’ Liability, £27,340 5s. 3d.; (^neral, £99,668 3s. fid.; I^ofit and Loss 
Balance, £71,171 98. 2d.; Balance Sheet, £655,803 Is. fid. E. Trial Balance, 
£6,035,071; Revenue Balance, £4,618,476 ; Balance Sheet, £6,618,504. 1. Profit 
and Loss Account, £37,360; Balance §heet, £1,288,870. 
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R/D. 

. . 62 

Absorption of Companies . . 

. , 364 

Acceptance. 

. . 133 

Bimkers. 

. . 712 

Acceptor. 

133, 134 
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415 d seq. 
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721 d seq. 
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164 et seq. 
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Solicitors. 

570 et seq. 
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, . 663 
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Accounts Current .... 

422 d seq. 

Calculation of Interest . . 

, . 422 

Example of. 

. . 424 

Interest in Red .... 

. . 424 

Act of Bankruptcy . . . 

. . 617 

Adjustment Accounts— 

Branch. 

490 d seq. 

Self-Balancing Ledgers . . 

433 et seq. 

Adjustments— 


Aooraed Expenditure . 99 ei seq., 216 

Bad Debts Heserve.104 

Capital and Revenue Expenditure 224 
Capital and Revenue in Investment 

Accounts.650 

Closed Partnership Accounts . .177 
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lieal Accounts .... 92 e/ seq. 
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Affiliated Company.387 

Allonge.135 
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Annual Return.279 
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Floating. 220, 240 
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Liquid.240 
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Associated Company.387 

Average Due Date.425 
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Balance Sheet (continued )— taob 

Comparative, Deductions from . 766 
Comparative Statement, Supple¬ 
mentary .763 

Composition of, 

Assets.757 

Liabilities.756 

Criticism of. 763 ef seq. 

Disclosure in. . . . 377, 752, 778 

Examples— 

Banking Company . * . . 714 

Branch.482 

Electric Lighting Company . . 701 

Gas Company.699 

Insurance Companies . 733,736 

Railway Company . . 696,698 

Redrafted.761 

Single Entry .... 580, 584 

Sole Trader.20, 123 

Function . . , . .117,240 ei seq. 

Heading.119 

Information Revealed . . . .755 

Valuation— 

Assets.219 

Rook Debts.220 

Goods on Sale or Return . . 222 

Lxvc^stments.220 

JtiOokdn-Trade.221 

StoiAs in Ha\id.224 

Wwtk in Progress.223 

Bank Pass book.68 

liuose Leaf Statements .... 68 

Banlt Ht'^ronoiliation Account. . . 71 

Bank RecoroUiation Statement , , 70 

Bank Trane''.ctions, Record of . . 63 

Banker and Customer . . , . 58, 59 

Banker, Functions of , . . . 68, 704 

Bankers' Clearing House .... 707 

Banker's Discount ...... 149 

Bankers’ Duties and Responsibilities. 63 
Banking Companies’Accounts 704ef5e^. 

Acceptances.712 

Balance Sheet ..714 

Bills Discounted.713 

Bookkeeping by Machinery . .713 

Clft'jring House ...... 707 

Final Accounts.712 

Pass Books.711 

Slip System. 596, 704 

Banl^g Transactions.58 

Bankruptcy.617 et seq. 

Acts of.617 

Adjudication in.618 

Committee of Inspection . . . 618 

Debentures.633 

Deferred Creditors ..... 621 

Deficiency Account.623 

Duties of Trustee.625 

Object of Procedure in ... . 618 

Official Receiver.618 

Petition.618 

Preferential Creditors , . . . 620 

Statement of Affairs .619, 622 ef seq. 
Trustees* Final Summary . . . 626 

Bearer.132 

Bearer Cheques.59 


PAQB 

Bills Discounted— 

Banking Companies* Accounts . 710 


Bills of Exchange .... 130 et seq. 
Acceptance, Example of . . .133 

Conditional.134 

Forms of.134 

General.134 

Partial. . 134 

Qualified ....... 134 

Acceptor.132, 133 

Acceptor for Honour . . . .138 

Accommodation .... 138, 167 

i Advantages.130 

Allonge.136 

Bearer.132 

Bill Books.144 cf seq. 

Bills Payable Book . . . 145, 147 

Bills Payable Ledger , . . .157 

Bills Receivable Book . . 144, 146 

Bills Receivable Ledger . 167, 158 

Clauses on.131 

Days of Grace.135 

Definition.131 

Dishonoured . . . . 136, 162 e/ seq. 

Documentary.136 

Documents against Acceptance . 137 
Documents against Payment . .137 

Drawer.133, 134 

Endorsement. See Indorsement. 
Endorser. See Indorser. 

Examples.142,143 

First of Exchange . . . 142, 143 

Foreign.136 

Holder.132 

Holder for Value.132 

Holder in Due Course . . .132 

Indorsement— 

Blank.134 

Restrictive.135 

Sans Frais .138 

Sans Recours .138 

Special.134 

Indorser.133, 134 

Inland.142 

Noting.136 

Parties.132 

Presentment for Payment . . .136 

Promissory Notes, compared with . 140 

Protesting.136 

Rebates .151 

Referee in Case of Need . . . 138 

Retirement under Rebate '. 137, 160 

Signatures in Representative 

Capacity.136 

Stamp Duties .... 140,141 

Su^pra Protest .138 

Term.135 

Usance.137 

Bills of Exchange Act, . 69 seq.^ 130 

et seq. 

Bills Payable— 

Definition.48 

Ledger Account.148 

Retiring.160 

Bills Payable Book . . 48,146,147 
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Bills Receivable— 

Definition.48 

Discounting.148 

Dishonoured . 162 e< seq. 

For Collection.152 

Ledger Accounts . . . 148 et atq. 

Renewed Bills.166 

Treatment of.161 

Bills Receivable Book . . 48, 144,146 

Bills Receivable Ledger . . 157,168 

Bin Card.661 

Bonus Shares.371 eeq. 

Book Debts, Valuation of ... 220 

Book-keeping— 

Definition.1 

Book-keeping Chart.88 

Book-Ke.eping Machines .... 595 

Use in Banks.713 

Bought Book. See Purchases Book. 
Bought Ledger. See Purchases Ledger. 
Bought Returns Books .... 48 

Branch Accounts .... 476 et seq. 


Aipalgamation of Balance Sheets . 484 
Branch Adjustment Accounts 4Q()etseq. 


Branch Transactions recorded at 

Head Office.476 

Branch Transactions recorded in 

Branch Books.478 

Colonial Branches, See Foreign 
Branches. 

Example— 

Adjustment Account Method . 490 
Branch Books, in . . . 481 ef seq. 

H.O. Books, in . .482 et seq.y 491 

Inter-Branch Transactions 498ei«eg. 
Foreign Branches , . . 606 el seq. 

Branch Books.611 

Example. 508 et seq. 

Exchange Account . . . .511 

Fluctuating Exchange Rates . 507 
Head Office Books .... 510 
Non-Trading . . . , . .618 

Remittance Account .... 508 
Rules for Conversion of Fluctuat¬ 
ing Currencies .511 

Stable Exchange Rates . . . 507 

Incorporation in H.O. Books 480 et seq. 
Inter-Branch Transactions . 498 el seq. 
Remittances in Transit.... 484 
Retail Selling Branches . . 486 ei seq. 


Statistical Stock Book .... 496 
Trial Balances, Currency and Ster¬ 
ling .509 

Building Societies’ Accounts . 737 et seq. 
Appropriation Account . . . 740 

Balance Sheet.741 

Deposits Account.738 

General Reserve Fund Account . 740 
Investments Account .... 739 

Loan Accounts .738 

Mortgages Accounts . . . .738 

Profit and Loss Account . . .740 

Share Account.738 

Statutoy Provisions .... 738 
Business Names, Registration of .166 


PAOB 

c 


Calls on Shares. 287 et seq. 

Capital— 

Alterations.352 

Increase.362 

Limited Companies.271 

Partnership Accounts .... 170 
Payment of Interest out of 288, 346 
Reduction of .... 364 ei seq. 
Share, Forms .... 272 ei seq. 
Capital and Revenue Expenditure, 

Adjustment.224 

Capital Expenditure.224 

Capital Redemption Reserve Fund 

332, 338 et sejj. 
Capital Reserve Account . . . .361 

Card Ijedgera. 692 ei seq. 

Cash Account.6 

Cash Book. 20, 56 cf seq. 

Columnar (Advanced Type) 79 et seq. 
Columnar, for Self-Balancing Ledgers 

446, 447 

Definition.65 

Form.21 

Functions.65 

General Summary.79 

Paid Cash Book .... 79, 80, 447 
Received Cash Book . .79, 80, 446 

Separation from Ledger ... 21 

Three Columned .... 64, 65, 67 
Two Columned .... 65, 66, 65 
Cash Book and Pass Book Recon¬ 
ciliation .68 

Cash Discount.36, 55 

Cash Purchases.43 

Cash Sales.35 

Cash Transactions.3 

Certain Rent.535 

Charge in Lieu of Rent .... 252 

Chart, Book-keeping.88 

Cheques.59 e/ seq. 

Account Payee.61 

Bearer.69 

Conditional.62 

Crossed.60 

Definition.59 

Drawee.69 

Drawer.59 

Example of.60 

Forged Indorsement .... 63 

Forged Signature.63 

General Crossings, Form of . . 62 

Markings on.62, 63 

Negotiation of.60 

Not Negotiable.60 

Open.60 

Order.69 

Payee.59 

Special Crossings.61 

Special Crossings, Form of . . .62 

Stamp Duties.69 

Stoppage of Payment .... 63 

Unpaid.62 

Claims for Loss of Stock .... 667 
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Clearing House.707 

dosing Entries in Joumai, . 16, 29,121 

dosing the Books.108 

Collateral Security.317 

Columnar Book-keeping distinguished 

from Tabular.464 

Columnar Cash Books, Advanced 

Type. 19 d teq. 

Columnar Purchases Book . . 45, 47 

Columnar Sales Book . . .38, 39, 40 

Commission on Net Profits . . . 625 

Committee of Inspection— 

Bankruptcy. 

Company Liquidation .... 
Companies. See Limited Companies. 
Companies, Number of Members 
Companies, Unlimited .... 
Company Liquidation. See Liquida¬ 
tion of Companies. 

Comparative Balance Sheet, Deduo 

tions from. 

Co mparative Trading, and Profit and 
loss Accounts . . . 246 et seq, 

IJompf-nsating Eirorr.109 

Completion Accounts.566 

Com] ►SEi e Journal Entry . . 22,50 

(vY-mno^iiid JouTi.'vl Entr}" . , 22,60 


618 

631 

269 

268 


766 


Compor 'tiOffi of Balance Sheet— 


.Vascos.757 

Liabilities.756 

Cond’» nal Cheques.62 

Coasifjumcnt Accounts . . 418 et seq, 

C<msignmeDts.416 d eeq. 

Account Sales.417 

Drawing a Bill against .... 415 

Example of. A20 deeq. 

Consolidated Balance Sheets . 390 et fteq, 

Consolidalod Profit and Loss Account 397 

Contango.663 

Contingent Liabilities.241 

Disclosure in Balance Sheet . . 767 

Contract Accounts. . . . 665, 666 

Correction of Errors.109 

Cost Accounts. 646 d seq. 

Administration Expenses . . . 649 

Classes.646 

Direct Expenses.659 

Double Entry.666 

Elements of Cost.648 

Estimating and Cost Finding . . 647 

Factory Expenses.649 

Factory Overhead Charges. . . 660 

Financial Books, reconcuiation with 67$ 

Job Cost Accounts.681 

Materials.660 

Methods of Remuneration . . . 668 

Objects of.646 

Oncost.649 

Operating Costs.687 

Overheads.. . 649 

Process Cost Accounts .... 686 
Selling and Distribution Expenses 649 
Single Cost Accounts .... 078 

Standard Costing.675 

Uniform Costing.676 


Cost Accounts {continued) — page 

Wages.650 

Work-in-Progress.664 

Credit Balances and Reserves . . 757 

Credit Notes.48 

Credit Sales.35 

Credit Transactions.3 

Crediting and Debiting, Rules for . 6 

Creditors— 

Deferred.621 

Preferential ..620 

Criticism of Items in Balance Sheets 

764 et seq, 

“Crossed ” Cheques . . . 60 c/ s«g. 

Cum Div.559 

Current Accounts— 

Banker and Customer .... 59. 
Partners*.171 


D 


Days of Grace.136 

Dead Rent.535 

Debenture Redemption Fund . . 333 

Debentures— 

As Collateral Security .... 317 

Classes. 281,282 

Definition.281 

Disclosure in Balance Sheet 767, 764 

Floating Charges.283 

In Statement of Affairs . . . 633 

Issue.315 et eeq. 

Payment of Interest .... 352 
Purchase in Open Market . . . 335 

Redemption.335 

Registration.283 

Stamp Duty.282 

Transfer.282 

Trust Deed.282 

Debiting and Crediting, Rules for . 6 

Deductions from Comparative Balance 

Sheets.766 

Deeds of Arrangement.627 

Adjustment Accounts .... 628 

Deferred Creditors.621 

Defended Revenue Expenditure . . 226 

Defipienoy Account— 

Bankruptcy.623 

Companies Liquidation . • . 636 

Del Credere Agents. . . ; . . 415 

Departmental Accounts . . 460 d seq. 

Cost Accounts.645 

Trading and Profit and Loss 

Accounts.463 

Depletion Unit Method . . 227, 234 

Deposit Accounts.69 

Depreciation . . 92 ef eeg., 227 d eeq. 

Additions.07 

Annuity Method.233 

Causes.92 

Definition.92 

Depletion Unit Method . 227, 234 


Depreciation Reserve Method . , 234 

Double Account System . . . 694 
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D^reciation {coniinued)— page 

Efficiency Hour Method . 227, 235 

Endowment Insurance Policy 
Method ....... 229 

Fixed Instalment System ... 93 
Fluctuation Distin^ished from . 98 

Plant Registers.95 

Reducing Instalment System . . 96 

Revaluation Method .... 232 
Sinking Fund Method .... 227 
Development Expenditure • . . 769 

Directors. 275, 276, 378 


Loans to. 276, 378, 769 

Register.278 

Report.379 

Disclosure in Published Accounts 377, 

762 et seq. 

Discount— 

Cash.36,55 

Debentures on.316 

Reserves.104 

Shares at a. 290, 759 

Trade.35 

Discounting Bills Receivable . . . 148 

Discounts Account.68 

Discounts Ac counts— 

Examples of Adjustments . 105, 106 

Discounts Allowed Account ... 65 
Discounts Received Account . . .316 

Dishonoured Bills . . 136, 152 el seq. 

Dissolution of Partnership 170, 600 et seq. 

Dividends. 349 ef seq. 

Arrears.3^ 

Deduction of Income Tax . . . 349 

Free of Tax.349 

Payment.360 

Divisible Profits.344 

Documentary Bills of Exchange . . 136 

Documents against Acceptance . . 137 

Documents against Payment . .137 

Double Account System , . 694 et seq. 

Companies Using.695 

Depreciation.694 

General Balance Sheet . . 694 ct seq. 

Net Revenue Account .... 697 
Receipts and Expenditure on 
Capital Account . . . 694 et seq. 

Replacements under .... 702 
Revenue Accounts.697 


Double Compound J >urnal Entry . 50 

Double Entry— 

Abbreviations “ Dr.” and ‘‘ Cr.” . 12 

Books Required.4 

Classification of Transactions . . 5 

Conversion of Single Entry into . 590 

Cost Accounts.666 

Debiting and Crediting, Rules for . 6 

Dual Aspect of Transactions . . 2 

Origin.2 

Prefixes” To” and “By”. . . 13 

Mnciples.2 

Single Entry, Advantages over . 679 

Drawee.69, 132 

Drawer. 69, 132, 134 

Drawings.117,172 

Due Date, Average.425 


FAOB 

E 

Earning Capacity of a Business . . 754 

Efficiency Hour Method . . 227, 235 

Electric Lighting Companies’ 

Accounts.701 

Elliott V. Elliott, Bvil© in . . 209, 617 

Endorser, see Indorser. 

Endorsement, see Indorsement. 
Fudowment Insurance Policy Provid¬ 
ing for Depreciation .... 229 

Entries in the Journal.11 

Equalisation of Dividends Reserve 

332, 666 

Errors— 

Correction of.109 

Disclosed by Trial Balance, De¬ 
tection . 236 et seq. 

Not Disclosed by Trial Balance . 108 

Compensating.109 

In Original Entry .... 108 

Of Commission.108 

Of Omission.108 

Of Principle.108 

Exchange. See Foreign Exchange. 
Expenses— 

Accrued.99 el seq., 216 

Paid in Advance. . . 99 el seq., 217 

Extraordinary Revenue Expenditure 226 


F 

Factory Overhead Charges, Methods 
of Allocation .... 660 et seq. 
Fictitious Assets .... 118, 241 

Final Accounts of Limited Companies, 
Examples of ... . 380 el seq. 

Final Accounts from Single Eidry 

Books. 582 et seq. 

Final Accounts, Entry of Adjustments 219 

Fixed Assets.219, 240 

Fixed Instalment System of De¬ 
preciation .93 

Fixed Rent.535 

Floating Assets. 220, 240 

Floating Charge.283 

Fluctuation Distinguished from 

Depreciation.98 

Foreign Bills of Exchange . . .136 

Foreign Exchanges. . . . 504 el 

Conversion of Assets and Liabili¬ 
ties . .611 

Currency Rate.605 

Exchange Account . . . .511 

Exchange Conversions .... 505 
Fluctuating Currencies. . . .611 

Fluctuating Exchange Rates . . 507 

Fluctuation in Rates of Exchange. 507 

Loss on Exchange.511 

Pence Rate.505 

Profit on Exchange.611 

Rates of Exchange.606 

Stable Exchange Ratos . . . 607 

Forfeiture of Shares . . . 308 ei seq. 

Freehold Land and Buildings . . 758 
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Chmer y, Murray^ Rule in . 614 et seq. 
Gas Companies* Accounts . . .699 

General Ledger. 87, 436 

Adjustment Account . . 435,437 

General Reserve.331 

General Summary Cash Book . . 79 

Goods Account.28 

Goods on Approval.41 

Goods on “ Sale or Return ” . • .41 

Valuation.222 

Goods Inwards Book.37 

Goods Outwards Book.37 

Goods Received Note.650 

GoodwiU. , . 186 ei seq.y 274, 360, 377 

Disclosure in Balance Sheet . .757 

Gross Loss .114 

Gross Profit.114,225 

Guarantee Companies.268 

H 

II{ilt=ey*Weir Method of Remunera¬ 
tion .659 

Head Statwticid Book . . . 495 

Hire Purchase Accounts . . 540 et seq. 

Holder of Bil! of Exchange . . . 132 

Holder fcr Vaiue.132 

Holder 'n Due Course ..... 132 
Holding Companies . . . 386 et seq. 

C- nsoiiiiated Balance Sheet 390 et seq. 
^^idat^ d Profit and Loss 

A.count.397 

Final Accounts.389 

Mhiority or Outside Shareholders. 393 
Prc-aCv|uisition Profits .... 394 

Hotel Book-keeping.468 

House Bills.139 

I 

Impersonal Accounts.5 

Impersonal Ledger.86 

Imprest System.77 

Income and Expenditure Account 

527 et seq. 

Income Outstanding.218 

Income Received in Advance . .218 

Income Tax.349 

Incorporation of Companies . . . 266 

Indorsement.134 

Indorser.133, 134 

Inland Bill of Exchange .... 142 

Inland Promissory Notes .... 143 

Instalment Purchase and Sale . . 556 

Insurable Interest ...... 722 

Insurance Claims .... 567 et seq. 

Insurance Companies’ Accounts 721 et seq. 
Balance Sheet . . . 729, 733, 736 

Books in Use.723 

Deposits with Paymaster-General. 724 
Marine Underwriting Accounts . 737 

Mutual Companies.721 

Premiums.722 

Profit and Loss Accounts 728, 732, 736 
Profits on Fire Insurance . . 727 

Profits on Life Assurance . . 726 


Insur. Co.’s Accounts {contd).— page 
P roprietary Companies . . . .721 

Quinquennial Valuation . . . 726 

Revenue Account 727, 730, 731, 732, 
736, 736 

Separation of Funds .... 725 

Statutory Provisions .... 723 

Surrender Value ...... 723 

Valuation Balance Sheet . . . 726 

Insurance Funds, Steamship Com¬ 
panies .668 

Inter-Branch Transactions . 498 ei seq. 
Interest and Dividends on Invest¬ 
ments .102 

Interest Calculation.422 

Interest in Red.424 

Interest on Capital.171 

Interest on Calls in Advance . . . 289 

Interest on Calls in Arroar . . . 289 

Interest on Drawings . . . 173, 176 

Interest paid out of Capital . 288, 346 

Interim Stock Accounts .... 631 
Internal Check .... 767 ei seq. 


Interpretation of Published Accounts 

751 et seq. 

Investment Accounts . . . 659 el seq. 

Apportionment between Capital 


and Revenue.559 

Investments, Disclosure in Balance 

Sheet.768 

Investments, Valuation of . . . 220 

Invoice.35,46 

Carbon Duplicates.41 

Issue of Capital. . . 283, 318 et seq. 

Issue of Debentures . . . 315 cf seq. 

J 

Job Card ........ 656 

Job Cost Accounts .... 646, 681 

Boot Manufacturer’s System . . 682 

Clothing Manufacturer’s System . 683 
Printers’ Cost Sheet . . . .681 

Joint and Several Liability . . . 167 

Joint Liability .167 

Joint Ventures. 426 ei seq. 
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Classes of Entries.60 

Closing Entries . . . . 16, 29, 121 

Definition.4, 33 

Entries in.11 

(/omposite Journal Entry , . 22, 50 

Compound Journal Entry . . 22, 60 

Double Compound Journal Entry 50 
Simple Journal Entry .... 60 

Single Compound Journal Entry . 60 

Form.7 

Method of Entry in.8 

Modem Uses.49 
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Opening Entries.22 

Princiml.49 
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Special.51 
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. . 470 
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. . 467 
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. . 468 
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. . 86 
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Nature of Entries . . . 

. . 87 
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. . 87 
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. 86,87 
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. . 87 

Quarterly Rental . . . 

. . 466 

Rates. 

. . 470 
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. . 87 
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. . 433 

Stores . 

. . 652 
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. . 470 
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. . 87 
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Letter of Regret.285 
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Contingent. 241, 757 
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Debt.664 
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Accounts. 267 ti stq. 

Allotment of Shares . . . 284, 289 

Amalgamation and Absoqiion 358 et seg. 

Annual Return.279 

Application and Allotments Book 280 
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Bonus Shares . . . . 371 seq. 

Books of Account.329 

Borrowing Powers.281 

Calls Book.280 

Calls on Shares .... 287 et seq. 
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Issue of . . . 283,318 seq. 

Reduction of ... . 354 et seq. 

{See also Shares.) 
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338 et seq, | 
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Issue of.315 ei seq. 

Redemption Fund .... 333 

Redemption of.335 
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Directors. 275 et seq. 
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276,378 

Remuneration of, Disclosure in 
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et seq. 

Dividends. 349ef«eg. 


Limited Companies (continved )— page 
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375 
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lictter of Regret.285 
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Liquidation.631 c( seq. 

Liquidation Accounts . . 632 et seq. 
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Minute Books.279 

Opening Entries .... 319 ei seq. 
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Preference Shares, Redemption of 

338 ei seq. 
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Distribution.344 

Divisible.344 

Prospectus.283 
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Register— 

Directors.278 

Members. 278, 307 

Mortgages .... 278, ^83, 318 
Tiansfers .... . . 280 
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Reserve Accoimta . . . 330 d seq. 

Reserve Capital.272 

Reserve Funds .... 330 d seq. 

Reserves. 330 d seq. 

Return of Allotments .... 279 
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Secret Reserves.342 
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Forfeiture of ... . 308 d seq. 

Issue at a Discount .... 290 
Redeemable Preference . 338, 377 
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Limiteii Companies {conlinued) — paob 


Table A.270 

Underwriting.291 et aeq. 

Watered Capital.272 

Working Capital.272 

Limited Partner . . . 166, 173,208 

Assignment of Share .... 174 
Limitcii Partnership . . 166, 173, 208 

Limited Partnership Act, 1907 

166, 167, 173 

Liquid Assets.240 

Liquidation of Com^nies. . 631efse^. 
Appointment of Committee of In¬ 
spection ....... 631 

Appointment of Liquidator 631 et seq. 
Compulsory Winding Up . . . 633 

Contributorie.<«.636 

Deficiency Account.636 

Liquidator's Accounts . . 632, 637 

liquidator’s Duty.631 

Official Receiver.631 

Preferential Payments .... 634 
Statement of Affairs . . 634 et seq. 

Summary of liquidator’s Accounts 637 
Voluntary Winding Up. . . . 632 

Winding up under Su^rvision . 633 
Ijoan Cai Ual.272 

T ' 1 _ I 1_ m_ 


Loans, I'isclosurf; in Balance Sheet 

276, 378, 769 


Loose leaf Ledgers .... 692 et aeq, 
liosa— 

Gross.114 

.116 

Loss of Profits Insurance .... 669 


M 


Maintenance and Repairs Agreements 657 
Manager’s Commission on Net Profits 626 
Manufacturing Accounts . . 260 et seq. 

Marine Insurance, Underwriting 


Accounts.737 

Marine Insurance Fund, Steamship 

Ccmpanies.568 

Materials Abstract.666 

Materials— 

Credit Note ....... 654 

Issue.663 

Methods of Pricing Out. . . . 653 

Receipt and Storage .... 650 

Requisition.653 

Transfer Note.665 

Mechanised Book-keeping . . . 596 

Use in Banks.713 

Members’ Register .... 278, 307 

Memorandum Bad Debts’ Ledger . 92 
Memorandum of Association . . . 270 

Minimum Subscription .... 284 
Minority Shareholders . . . .393 

Minute Book . . . . . . .279 


Mortgages, Disclosure in Balance 

Sheet.757 

Mortgages, Register of . 278, 283, 31$ 
Multiple Cost Accounts «... 647 


N 

PAOB 

Narration, Journal.... 

. . 8 

Negotiabili^. 

Negotiable Instruments . . 

. . 131 

. . 131 

Negotiation of Cheques . . 

. . 60 

Net Loss. 

. . 114 

Net Profit. 

. . 115 

Net Revenue Account, . . 

. . 697 

Nominal Accounts .... 

. 6, 7,89 

Adjustment. 

99 el seq. 

Nature of Entries in 

. . 89 

Nominal Ledger .... 

. . 87 

Noting and Protesting Bills . 

. . 136 

Not Negotiable, Definition of 

. . 61 


o 

Obsolescence of Plant and Machinery 99 


Official Receiver— 

Bankruptcy.631 

Liquidation of Companies . . . 618 

Oncost.649 

Opening Entries . 22, 319 et seq., 691 

Operating Costs .... 647, 687 

Ordering Level.651 

Organisation of Accounts and Internal 

Checks. 767 et seq. 

Outside Shareholders.393 

Over-Capitalisation.374 

Overhead Charges . . . 255, 649 


Paid Cash Book ...... 80 

Partner— 

Admission of New . . . 188, 198 

Capital and Current Accounts . .171 

Death. 204: et seq. 

Dormant or Sleeping .... 167 

Drawings.172 

General ........ 166 

Interest on Capital.171 

Interest on Drawings . . 172, 176 

Limited. 166, 173, 208 

Loans from.172 

Retirement. 203,602 

Salary.172 

Sleeping.167 

Partnership— 

Accounts. 104: et seq • 

Adjustment of Closed Accounts . 177 
Admission of New Partner . 188, 198 

Amalgamation of Sole Traders . 202 
Appropriation Account.... 174 

Artiolos of.168 

Characteristics of.167 

Constitution of.166 

Death of a Partner . . . 204 et seq. 

Definition.164 

Dissolution . . . 170,600 et seq. 

Firm Name.166 

Goodwill.186 


Joint and Several Liability . .167 

Joint Liability.167 

Limited. 166, 167, 173 

Number of.165 
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Partnership {continued) — paob 

Premiums.188 e/ seq. 

Professional.183 

Profit*.174,199 

Profits, Adjustment of . . . .199 

Registered Comjmny, compared with 208 
Registration of Firm Name . .166 

Retirement of a Partner . 203, 602 

Revaluation of Assets . . . .192 

Rule in Elliott v* Elliott . 209, 617 

Rule in Garner v. Murray . 614 eJt aeq. 
True Test of.165 


Partnership Act, 1890 . 164 et aeq., 206, 

600 et seq. 

Partnership, Dissolution of— 

Adjustment of Accounts . . . 604 

Book-keeping Entries .... 604 
Conversion or Sale of Business to a 


Company.609 

Example of. 605 et aeq. 

Retirement of One Partner. . . 602 

Rule in Garner r. Murray . 614 cf 8eq» 

Pass Book.68, 711 

Payee.69, 132 

Percentage Trading and Profit and 

Loss Accounts.242 

Personal Accounts.5, 6 

Bad Debts.90 

Nature of Entries.89 

Petition in Bankruptcy . . . .618 

Petty Cash.76 ef aeq. 

Imprest System.77 

Reconciliation Statement ... 78 

Voucher.78 

Petty Cash Book. 76, 448 

Piece Rate Method of Remuneration 668 
Plant and Machinery, Obsolescence . 99 

Plant Renters.95 

Postages Book.78 

Post-dated Cheques.72 

Preference Shares, Redemption of 

338 et aeq. 

Preferential Creditors— 

Bankruptcy.620 

Companies Winding up. . . . 634 

Pre-Incorporation Profits of Limited 

Companies.347 

Preliminary Expenses . . . 297, 377 

Premium— 

Partnership.188 ef aeq. 

Premium Bonus Method of Re¬ 
muneration .659 

Premiums on Shares . . . 296,311 

Private Companies.269 

Private Ledger.86,87 

Private Limited Companies . . .269 
Process Cost Accounts. . . 646, 686 

Production Accounts.260 

Professional Partnerships. . . .183 

Profit— 

Gross.114 

Net.116 

Profit and Loss Account . 16, 116 ef aeq.t 
239 ef aeq. 

Approximate.532 

Completion ....... 16 


PAQIS 

Profit and Loss Account {continued )— 

Example.17 

Function.239 

Object.15 

{See also Trading and Profit and 
Loss Accounts.) 

Profit and Loss Appropriation 
Account— 


Limited Companies.376 

Partnerships.174 

Profits— 

Ascertainment of, by Single Entry 680 

ef aeq. 

Available for Dividend .... 3^4 

Distribution.344 

Dividends and.344 

Divisible.344 

Manager’s Commission on . . . 525 

Pre-Incorporation, of Limited Com¬ 
panies .347 

Statement of, under Single Entry . 581 
Promissory Notes . . . . 139 ef aeq. 

Bills of Exchange compared with . 1^ 

“ Prompt ” Date.417 

Prospectus.283 

Protest.136 

Published Accounto— 

Disclosure in . . 377, 752, 756 cf aeq. 

Form of.765 

Grouping of Assets.755 

Interpretation and Criticism 761 ef aeq. 

Valuation of Assets.7^ 

Purchases Book— 

Columnar.45,47 

Self-Balancing Ledgers, for . . . 437 

Simple Form.43 

Purchases Ledger. 86, 451 

Adjustment Account .... 437 
Purchases Returns Book .... 48 

Purchase Tax .780 

R 

l.ailway Companies* Accounts 696, 698 
Rate of Turnover of Stock . . . 256 

Rates Account, Adjustment . . .101 

Rates of Exchange.505 

Real Accounts.5, 6 

Adjustment.92 ef aeq. 

Nature of Entries.89 

Realisation Account.359 

Rebate on Bills.151 


Receipts and Payments Account 

527 ef aeq. 

Conversion of, to Income and Ex¬ 
penditure Account .... 528 
Income and Expenditure Account, 
Distinguished from .... 528 


Received Cash Book.80 

Reconciliation Account .... 71 
Reconciliation Statement— 

Bank Pass Book and Cash Book . 70 

Errors in.71 

Petty Cash.78 

Prevention of Errors in . . .71 
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Reconstruction of Company . 368 et 
Redeemable Preference Shares 

338, 378. 756 


Redemption of Debentures . . . 335 

Redrafted Balance Sheet .... 761 
Reducing Instalment System ... 96 

Reduction of Capital . . . 354 ti seq. 

Referee in Case of Need .... 138 
Register— 

Directors.278 

Members. 278,303,307 

Mortgages .... 278, 283, 318 

Transfers.280 

Registration of Business Names . . 166 

Renewed Bills Receivable .... 165 
Rent Account, Adjustment . , .101 

Rents Receivable.103 

Reserve Account .... 330 et seq. 

Reserve Capital.272 

Reserve Fund. 330 et seq. 

Reserves. 330 et seq. 

Bad Debts.104 

Discounts.104 

Possible Losses and Gains, for . . 218 

Secret;.342 

Retenti«»ri Moijey .665 

Retiring*: Bills Payable.150 

Returus .46 ef seq. 

Bc>vala*»ti«i»n Method of Depreciation 232 

Revaluation of Assets.192 

-Revenue Aooount .... 697, 727 

Revenp*i^ and Capital Expenditure, 

Adjustment.224 

Re venue £xp«:niditure.226 

Rowan Method of Remuneration . 659 

Royalties .. » 534 

Rtwalty Accounts .... 534 et seq. 

Dead Rent.. 535 

Method of Recording .... 535 

Short Workings.535 

Rule in Elliott v. Elliott . . 209, 617 

Rule in Garner v. Murray. . 614 et seq. 

s 

Salaries, Partners*.172 

Sale or Return, Goods on . . . .41 

Sale or Return Day Book.... 44 

Sales— 

Cash.35 

Credit.35 

Sales Day Book— 

Columnar. 38, 39, 40 

Simple Form.38 

Sales Ledger.86 

Adjustment Account .... 435 
Summary Book .... 458, 459 

Sales Returns Book.46 

Sans Frais .. . 138 

Sans Reeours ....... 138 

Scrip Dividends.375 

Secret Reserves ...... 342 

Sectional Balancing.460 

Self-il^lanoing Ledgers . . 433 ef seq. 

Adjustment Accounts . . 434 ei seq. 

Advantages ....... 433 


Self-BiUancing Ledgers {conld .)— page 

Example of. 436 et seq. 

General Ledger .... 460 et seq. 
Organisation of Subsidiary Books 

438 ei seq. 

\ Sales Led^r Summary Book 458, 459 

Sectional Glancing.460 

Transfer Journal . . . 440,444 

Share Capital.271 e/ seq. 

Alteration.352 

Bonus Shares.371 

Disclosure in Balance Sheet . . 756 

I Increase.352 

Reduction.354 

{See also Sliares.) 

Shares— 

Allotment of.284 

Allotment of, credited as fully paid 289 

Calls on. 287 et seq. 

Calls paid in Advance .... 288 

Certificate.287 

Classes. 272 et seq. 

Conversion into Stock .... 352 
Discount, at a ... . 290, 759 

Forfeiture and Reissue of Shares 

308 et seq. 

Issue of Different Classes . . . 318 

Premiums on .... 296,311 

Redeemable Preference . 338, 378, 766 
Stock, Distinguished from . . . 274 

Subdivision of.362 

Transfer.306 

Transmission.308 

Underwriting . . . . 291 seq. 

{See also Share Cai)ital.) 

Valuation.398 

Warrants.275 

Short Workings.535 

Signatures in a Representative 

Capacity.135 

Signifieant‘e of Gross Profit . . . 255 

Simple Journal Entry .... 50 

Single Cost Accounts . . . 647,678 

Biscuit Factory.679 

Brewery.680 

Colliery.678 

Single Compound Journal Entry . 50 

Single Entry. 578 et seq. 

Ascertainment of Profits . . , 680 

Compilation of full Final Accounts 582 

Disadvantages.579 

Double Entry, Conversion into . 690 

Sinking Funds. 333 et seq. 

Depreciation.227 

Slip Intern. 696, 704 

Sole Traders and Amalgamation . . 202 

Solicitors’ Accounts . . 670 et seq. 

Bills Delivered Book .... 672 

Cash Book.571 

Clients’ Banking Account . . .571 

Clients’ Ledger .572 

Disbursements Book .... 572 

Journal.672 

Petty Cash Book .... 672 

Private Ledger .672 


Solicitor’s Banking Account . .571 
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Special Crossing, Form of.... 62 

Stamp Duties— 

Bills of Exchange . . . 140, 142 

Cheques.69 

Debentures.281 

Promissory Notes.141 

Standard Costing.675 

Statement of Affairs— 

Bankruptcy.619, 622 

Companies Winding Up . . . 634 

Single Entry. 681, 685 

Statement of Position.680 

Statistical Stock Book .... 495 
Statutory Books ct Limited Com¬ 
panies .278 

Statutory Companies.276 

Statutory Meeting.304 

Statutory Report .... 304 et aeq. 
Steamship Companies Insurance 

Funds. 658 I 

Stock.275 

Stock Accounts, Interim . . . .531 

Stock Book (Statistical) .... 405 
Stock in Trade- 

Disclosure in Balance Sheet . . 759 

Fire Insurance Claim .... 567 

Valuation.224 

StockVjrokera.563 

Stockbrokers* Accounts .... 563 

Stockjobbers.663 

Stores-in-hand, Valuation . . . 224 

Stores ('redit Note.654 

Stores Ledger.662 

Stores Requisition.663 

Stores Transfer Note.655 

Striking the Balance.17 

Subsidiary Trading Account . . . 263 

Summary of Liquidator’s Accounts in 
Companies Winding Up . . . 637 

Supra Protest .138 

Suspense Accounts . . .89, 109 ti eeq. 

T 

Table A.270 

Tabular Book-keeping . . 464 et seq. 

Advantages of.466 

Distinguished from Columnar 

Book-keeping.464 

Electric Lignt Companies* Ledger . 470 
Gas Consumers* Ledger . . . 467 

Hotel Visitors* Ledger .... 468 

Limitations of.468 

Quarterly Rental.466 

Rates Ledger.470 

Water Companies* Ledger . . . 470 

Terminal Cost Accounts .... 646 
Time-Rate Method of Remunera¬ 
tion . . . 658 


Trading Account [corUinued) — page 

Proforma . .114 

Valuation of Closing Stock . . .221 

Valuation of Goods on Sale or Re¬ 
turn .222 

Valuation of Stores in Hand . . 224 

Valuation of Work in Progress . 224 


{See also Trading and Profit and 
Loss Accounts.) 

Trading and Profit and Loss Accounts 

113 ef seq,, 216 et seq., 238 et seq. 

Adjustments.216 ef seq. 

Comparative Accounts . . 245 et seq. 


Depf^mental.460 

Heading.119 

Limited Companies . . 375, 380, 461 

Percentage Accounts .... 242 
Subsidiary Trading or Working 

Accounts.253 

Transactions, Journalising ... 23 

Transfer Journal .... 440, 444 

Transfer of Shares.306 

Transmission of Shares .... 308 
Trial Balance 14, 15, 108, 236, 457, 509 

Definition.14 

Errors not Disclosed . . . .108 

Four-Columned.15 

Function. 236 et seq. 

True Discount.149 

Trustee in Bankruptcy . . . .618 

Pinal Summary.626 

Turnover of Stock.256 

u 

Under-Capitalisation.374 

Underwriting Accounts, Marine In¬ 
surance .737 

Underwriting of Shares . .291 ei seq. 

Uniform Costing Systems , . . 676 

Unlimited Companies.268 

Usance.137 

V 

\ aluation of Assets . . . 2\^ et seq. 

In Published Accounts . . 377, 756 

Valuation of Shares.398 

Value of Business, influence of Earn¬ 
ing Capacity.754 

Velocity of Turnover.256 

Voyage Accounts.557 

w 

Wages— 

Methods of Remuneration . . . 658 

Time Recording.656 

Treatment of, m Cost Accounts 

656 et seq. 

Wasting Assets.240 


Time-Recording, Methods of . . . 656 Water Companies* Accounts . . . 695 

“ To ** and “ By **.13 Watered Capital .... 272, 374 

Trade Discount.35 Window Dressing.752 

Trading Account ... 30,113, 238 Work in Progress in Cost Accounts . 664 

Branch. 482 Work-in-Progress, Valuation. . .223 

Function. 238 Working Account.253 

Object.113 Working Capital.272 
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